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Depreciation in Railway Accounting. 
By J. F. Catvert, C. P. A. 


We have read with interest the address of Mr. M. P. Blauvelt, 
Comptroller of the Erie Railroad, delivered before the Associa- 
tion of American Railway Accounting Officers, and reprinted 
in the June issue of THE JouRNAL oF AccounTANcy, It will be 
gratifying to all accountants to learn that substantial progress 
is being made toward the production and installation of a uni- 
form method of railway accounting, and the best results can 
undoubtedly be obtained by the hearty codperation of the railway 
accountants and government experts. However, while reading 
Mr. Blauvelt’s views upon the subject of depreciation, and his 
report of the difficulties that have arisen over the “ innovation ” 
of charging this item as part of the operating cost, we could not 
but feel that some of the opinions expressed by him were so 
repugnant to true accounting principles that they should not be 
allowed to pass unchallenged when appearing in a journal 
devoted to the promulgation of those principles. 

Mr. Blauvelt states that “the question as to whether or not 
there should be included in the operating expenses of a carrier 
an estimated amount which lessens or brings down the value of 
its equipment is a principle.” It undoubtedly is a principle,— 
one of the cardinal principles of accounting which is instilled into 
an accountant at the very beginning of his career, and the impor- 
tance of which grows upon him during every year of his business 
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life. The depreciation of the equipment, however, is a fact that 
cannot be overlooked and must be provided for, whether in pros- 
perous years only or equalized yearly, if the railroad is to survive. 
Mr. Blauvelt says that “to depreciate is to lessen the value ” and 
objects to lessening values in hard times. It is the use that less- 
ens the value and the depreciation charge shows the loss in 
value due to operation, i. e. operating expenses. 

It is stated in the address that the railroads of the country 
have provided for depreciation in the same way that any prudent 
business man would provide for it in his manufacturing establish- 
ment; that is, during times of prosperity and unusual business 
activity he would, from the profits of such period, renew his plant 
and machinery which might have been impaired during times of 
depression but which he was unable during such periods to 
properly maintain, and make such improvements that during 
future times of depression he would be in a position to weather 
the storm by being able to continue his operations at a low cost 
(the italics are ours) by reason of the expenditures made during 
times of prosperity. To this statement we must take exception. 
From our experience we find that the most earnest desire of 
every prudent business man is to know the actual cost of con- 
ducting his business each year, so that he may not only have an 
intelligent basis upon which to fix his selling prices, but also to 
compare the year’s operations with those of preceding years. 
Such comparisons are invaluable to the business man, but if made 
upon the basis suggested by Mr. Blauvelt would be absolutely 
worthless. The business man of to-day realizes that he cannot 
produce anything without some loss in the value of the machinery 
of production, and he realizes that such loss in value is unques- 
tionably one of the items of cost of production. This loss in 
value (or depreciation) must be included in each year’s operating 
expenses if it is to figure as one of the items of cost of production, 
and his experience enables him to calculate the proper amount 
chargeable each year. The apparent result of the methods here- 
tofore employed by the railroads, as stated above, would be that 
in periods of depression the operating cost would be low, while 
in prosperous times and periods of unusual business activity the 
cost of operation would be abnormally high, owing to the large 
amount of replacement during such periods. This would make 
it almost impossible to obtain a stable basis for the cost of opera- 
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tion, as even the average of several years’ costs could hardly be 
relied upon owing to changing business conditions, fluctuations 
in prices of labor, steel, etc. 

A very able argument sustaining the necessity for railway 
scientific charge for depreciation on wasting assets of a railroad 
is contained in the Encyclopedia of Accounting, Vol. 5, pages 453 
et seq. being contributed by A. F. Dodd, F. C. A., well known as 
a man eminent in railway accounting. 

From Mr. Blauvelt’s paper it would seem that the railway 
accountants are somewhat confused between the provision for 
depreciation and the actual expenditures for replacements. The 
yearly provision for depreciation would not affect in the slightest 
the prudence of actually making the replacements during the 
prosperous years. That is the time when replacements would 
naturally be made, as the railroads then have the cash available 
for such purposes. If a regular provision for depreciation has 
been made each year the expenditures for such replacements 
would be charged to the depreciation account, and the operating 
cost for that period would not suffer, but would be on the same 
basis as those of preceding years. We cannot conceive how the 
interests of the owners and managers of a property can be in 
direct conflict with the wishes of the government in this respect, 
for the government, as stated by Mr. Blauvelt, desires only to 
know the actual cost of operating year by year, and surely the 
owners and managers of a property, if they desire a prudent and 
businesslike management, should most earnestly wish for the 
same information. Careful management cannot prevent the 
depreciation that necessarily occurs and careful management 
should certainly recognize this item of cost as it accrues and not 
postpone its consideration until depreciation has reached the point 
where the asset is worthless and replacement becomes necessary. 
Depreciation may be to most railroads an “ innovation ” and “ in 
many cases a wholly additional amount,” but if so, it means only 
that the stated cost of operating in prior years was not the true 
cost but depended wholly upon whether times were good or bad. 
It is not the item of depreciation which should be severely criti- 
cised, but those who ignored it. 

Mr. Blauvelt seems to fear that the government may compel 
the railroads to set aside actual funds to represent the deprecia- 
tion or replacement provision. There would seem to be no 
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apparent ground for alarm on this account, as the government 
wishes only to know the actual cost of operating, and probably 
will not care whether the provision is represented by cash, securi- 
ties, or by investments in improvements or extensions to the sys- 
tem. As to the latitude allowed the railroads in fixing the rate 
of depreciation, the government undoubtedly permits each road to 
fix its own rate for the reason that it is best qualified to do so, as 
its own experience should show what provision is necessary. The 
provision should, however, be made upon a scientific method, 
based upon the actual experience of the road in former years. 

The practice in vogue on some roads, as stated by Mr. 
Blauvelt, of providing for accrued depreciation on equipment 
at the end of the life of such equipment by charging to operating 
account and crediting to “ Replacement Account” the cost or 
record value of the equipment actually put out of service, and 
when new equipment was purchased charging to the “ Replace- 
ment Account ”’ an amount necessary to equalize the amount at 
credit of that account, the balance being charged to Additions 
and Betterments or to Capital Account, while not altogether free 
from criticism, is much preferable to the method of providing 
for depreciation only in prosperous years. Under this method 
the depreciation might tend to equalize itself after a number of 
years if the equipment of the road were extensive and utilized 
equally. It is but a makeshift, however, and there should be no 
excuse for the employment of such primitive methods in these 
days of enlightened business economy. 

Mr. Blauvelt, while apparently admitting that depreciation 
does not occur in the case of roadway and structures, opposes any 
attempt to include this item in operating expenses, solely for the 
reason that it would be an extremely difficult matter to make sat- 
isfactory working plan covering rails, ties, bridges and other 
structures. Mr. Blauvelt is better qualified than we to speak 
upon such a subject, but it surely is not impossible to determine 
the rate of depreciation of these properties, and an item as im- 
portant as depreciation should not be ignored because of the 
difficulty of fixing the rate. The experience of American rail- 
roads with their enormous mileage and years of service certainly 
furnish sufficient data to enable any management to estimate 
very closely the cost of depreciation on rails, ties, bridges and 
other structures as well as rolling stock. 
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Further, we wish to mildly criticise Mr. Blauvelt’s declara- 
tion with respect to the uniform classification of operating 
expenses that “the one thing most to be regretted is that the 
classification was made at all”; that “ unfortunately the change 
came at a time when, on account of the business depression, it 
was of the most vital importance to carriers to know the correct 
comparative details of their operating expense, and accurate com- 
parisons have been almost impossible, even with a considerable 
expenditure of time and money.” Is this lament due to the fact 
that the railroads have been compelled to include depreciation 
in their operating costs, and are thus unable to show the usual 
“low cost of operating” that has heretofore prevailed in lean 
years? 

To quote Mr. Blauvelt, “ To supervise means more than to 
merely oversee; it means to oversee with authority to direct or 
regulate ” and in these days of self-perpetuating management of 
railroads it is well indeed that the governmental power is invoked 
to charge operation expense to the cost of operating, thus insur- 
ing that all dividends paid should be profits and not a return of 
capital under the guise of profits. 

In conclusion we wish to call attention to the following article 
published in the financial supplement of the Evening Post, New 
York, under date of July 11th, 1908, with special reference to the 
causes of the troubles of the old Baltimore and Ohio Railroad: 

Were the Baltimore and Ohio directors warranted this week in declar- 
ing the regular semi-annual dividend of 3 per cent. on the common stock? 
This was the statement given out on Thursday: 

“The earnings for the year fell short of meeting the full dividend on 
the common about $1,300,000, and the difference was paid out of profit 
and loss surplus, leaving about $18,000,000 still to the credit of that 
account.” 

No one doubts that the Baltimore and Ohio of to-day is a magnificent 
property. But that is all the more reason why it should seem very strange 
that some of those who are still in the board should apparently have 
forgotten the experience of twelve years ago. Early in September of 1896, 
despite the profit and loss surplus of $23,737,000 then existing, Stephen 
Little was employed to go over the old Baltimore and Ohio’s books. 
Before the end of that month the announcement that a receiver had been 
appointed for the company came like a bolt out of the blue. In his report 
Mr. Little gave the following causes for the Baltimore and Ohio’s trouble: 

1. The inflation or overstatement of net income. 

2. The mischarge of worn out equipment to profit and loss. 

3. The capitalization of charges to income. 

4. The capitalization of so-called improvements and betterments of 
leased lines. 


5. The payment of unearned dividends. 
6. The understatement of liabilities, etc. 
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Legal Training for Accountants. 
By Harotp DupLEy GREELEY. 


In a former article accountancy training for lawyers was con- 
sidered, and, in view of the new mutuality of accountancy and 
law, it is now in order to note some of the results of legal training 
for accountants. The subject is not academic. Schools of ac- 
countancy include courses in law, the various state examinations 
for licenses to practice as certified accountants are based in part 
upon law, and there are among practicing accountants a consider- 
able number of lawyers. While there is not the slightest chance 
of either’s profession seriously encroaching upon the field of the 
other, there seems to come real benefit to both from the inter- 
change of practitioners, and the benefit to accountancy is no less 
real than that to law. 

On the threshold of his practice as an accountant in New York, 
a man is confronted with the legal requirement that he pass an 
examination given by a state board before he be certified as an 
able accountant. Of the four subjects of this examination, one 
is Commercial Law. During the eleven years of the Board’s 
existence, and including the examination of February, 1908, there 
have been asked three hundred sixty law questions, which, roughly 
classified, relate to the following subjects: 


287 
CD ss ive dh epee 56 SOO i ichitiidtneshenenehs 8 
Corporations, Private and Suretyship and Guarantee .... 7 
PEE: denchanteséiedea 47 Real Property Mortgages .... 7 
Bills, Notes and Checks ...... 4! Life Tenants and Remainder- 
Contracts and Quasi Cont. ... 23 Sc asdvtedcebedéscecsse 7 
Agents, Brokers and Attys. .. 23 Personal Property .......... 5 
Debts, Pay’ts, and Limitations i8 Chattel Mortgages and Pledges 5 
BS URNENE <nénne coantdcees 17 Accounts Current and Stated 5 
Sales and Consignments ..... 16 OP Hr ss 
Wills, Executors and Admin- Judgments and Liens ........ 4 
GD casethadehtsbaes ¢ 15 DD: cen tanens snacuidbe 4 
Insolvency, Assignments and Arbitration and Reference ... 3 
Receiverships ............ 14 SEN on. 50.6 tawdudbasdecds 2 
Interest and Usury .......... 9 Statute of Frauds ............ 2 
EEE a ee 8 PP ee 9 
287 Total, 360 


These questions reveal the struggle which accountancy has had 
in adjusting itself to the new relation with law. They show 
that accountancy distinguished, in the main, to good advantage 
and selected those subjects most likely to be met with by its 
followers, but they also register a natural unfamiliarity with the 
sister subject, both in the scope of the questions asked and in 
their form. 234 
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Of these, but few have been catch questions. An example 
might be found in Question 6 of the Examination of January, 
1901, which asks in part, “Can a foreign corporation avail itself 
of the statute of limitations of the State of New York in an action 
brought in the New York courts?” Aside from the fact that a 
violent stretch of imagination is required to conceive a case wherein 
an accountant could have any use for such information, the 
question itself could be answered offhand by but few lawyers in 
general practice. The case of Olcot v. Tioga R. R., 20 N. Y., 210, 
held, on a theory which may well be questioned on principle, that 
a foreign corporation could not avail itself of any statute of limit- 
ations. Later, Section 390 of the Code of Civil Procedure al- 
lowed a foreign corporation to plead the statute of its own state, 
leaving the Tioga R. R. case still in force as to the New York 
statute of limitations. Hence the present law appears to be that 
a foreign corporation may plead the statute of limitations of its 
own state but not that of New York.—Robertson v. Central R. R., 
76 Hun., 444. This examination in law is conquerable by intelli- 
gent “cramming.” As such preparation cannot in any fair sense 
be termed legal training, the requirement of this examination can- 
not be cited as a demand for the accountant’s training in law. 

In considering this object, two general truths are to be borne 
in mind. First, is to be recognized the fact that knowledge of 
law and training in it are beneficial to a person whatever field of 
acfivity he may enter. Consequently, only those benefits peculiar 
to the accountant need be noted. Secondly, it is not to be forgot- 
ten that breadth of training and culture may come from the con- 
scientious pursuit of any science or art. Because of the latter, 
it may be urged that some of the benefits to the accountant from 
work in law may follow just as well from like training in some 
other science or art, but this does not in any way militate against 
the assertion that these benefits do result from legal education and 
training. 

To determine the actual worth to an accountant of a knowledge 
of law, it is necessary to revert to his function. As a systematizer, 
he has but slight use for such knowledge, because legal irregulari- 
ties are ordinarily only incidental to a business, and clerical work 
generally is non-legal. Therefore, in devising a system of books 
and accounts to record the transactions of an institution so that 
results can be determined accurately and speedily, there seldom 
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is occasion to provide for compliance with law. The peculiar 
case of railroad accounting under the rulings of the Interstate 
Commerce Commission will be discussed below. It is as an auditor, 
and particularly as an investigator, that the accountant can put 
to good use a knowledge of law. In the article on “ Accountancy 
Training for Lawyers,” the breadth of the accountant’s work was 
pointed out. The simple requirement that the auditor certify to 
the Balance Sheet and the Income and Profit and Loss Account 
places him in an anomalous position. Although admittedly he is 
not a lawyer, he cannot certify that there are so many assets and 
so many liabilities unless he knows that the transactions occasion- 
ing them are at least prima facie legally valid. Nor can he certify 
that such profits have been made and that such losses are charge- 
able against them if he does not know the rules of law applicable 
to the rights of the owners of the business, as, for instance, that 
dividends may be declared only out of surplus. In his case, the 
maxim “ Ignorantia legis neminem excusat ” must be translated, 
“ Every one is presumed to know the law.” 

A glance at a Balance Sheet or an Income Account reveals 
the instances wherein the quasi legal judgment must be exercised. 
There is no asset Real Estate unless the business possesses good 
and sufficient deeds covering the property; there is no asset Notes 
Receivable unless there be properly executed instruments to com- 
prise it; the asset Notes Receivable Discounted and its contra 
liability Discounted Notes Receivable furnish an example of pro- 
vision for a contingent liability at law; there can be no Loans 
Secured by Mortgage unless the mortgages are binding at law; 
Capital Stock Outstanding presupposes a legal issue; Accounts 
Receivable and Accounts Payable are based on a knowledge of 
the statute of limitations; the difference between property pur- 
chased subject to a mortgage and property purchased with the 
assumption of the mortgage debt has always to be borne in mind 
by the auditor; accountings by executors and administrators are 
pregnant with questions of law; accountings by trustees are 
fraught with matters of apportionment; amortization is in its 
essence legal; depreciation, especially in mining cases, is con- 
trolled by law. Ina word, it is fair to state that the verification of 
every asset and every liability and of most of the profit and loss 
charges and credits can be made only with an appreciation of the 
legal situations. The extent to which an accountant is justified 
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in relying on his own judgment, and the occasion when he must 
secure certificates of counsel will be considered in a later article. 

To the investigator, a knowledge of law is indispensable. An 
investigation is an audit to disclose the exact condition of a partic- 
ular phase of a business when there is reason to suspect fraudulent 
or criminal dealing. Just as this work is more concentrated and 
more intensive than general auditing, so is a knowledge of law 
more essential. Verification of accounts and of assets and liabili- 
ties must be made here beyond a reasonable doubt. Illegal prac- 
tices are to be expected, particularly if the investigation be of a 
holding company, a corporation officer or an insolvent trader. 

Railroad accounting to-day is a fine art. Nowhere else is there 
the same determined effort to get at exact results. In this effort, 
the accountant is directed and aided by the rules of the Interstate 
Commerce Commission, which, supplemented by the Commission’s 
answers to inquiries, as, for example, the two hundred forty two 
cases stated in Accounting Series Circulars 12 and 12a, furnish a 
body of law. With this body of law, therefore, the accountant 
must be thoroughly conversant. But this knowledge is not that 
possessed by the lawyer. It is only exact and accurate command 
of statutory rules; a command which can be acquired through 
application by any clear thinker with a knowledge of railroad 
accounting. Consequently, railroad accounting cannot be said 
particularly to require legal knowledge or training. 

From the practice of law as from that of accountancy comes 
a training of mind which transcends in value all technical knowl- 
edge. Knowledge as part of the worker’s equipment is of use only 
in a limited number of correlated situations; training becomes 
part not so much of equipment as of the worker’s very being. 
Certain characteristics of mind and action useful to the accountant, 
the training of legal practice produces. Some of these may be 
said to be products of accountancy as well as of law; for it is 
natural that the practice of a profession which requires them 
should tend also to produce them. Nevertheless, law seems to 
develope them in greater degree. 

Of these characteristics, six stand preéminently in the fore- 
ground, and of these six the first is clear thinking. In account- 
ancy hardly a case can be found wherein clear thinking is not es- 
sential. An untrained mind finds difficulty in grasping complex 
situations even with the facts arranged and the inferences sug- 
gested. How much more difficult it is unguided to blaze a new 


237 








The Journal of Accountancy. 


way through a wilderness of disorder and error. It can be done 
only by a mind trained to clear, related and connected thought. 
The best example of such thought is found in legal reasoning and 
particularly in the conduct of litigation where there are opposed to 
.one an adversary to be vanquished, a jury to be persuaded, and a 
judge to be convinced. Since most litigation concerns questions 
of facts, not of law, the application of practically admitted rules 
being made by the judge, it follows that the lawyer in ferreting 
out facts, marshaling them and drawing inferences has the same 
kind of work as the accountant, differing from it mainly in breadth 
of scope. Consequently, legal training is in this particular bene- 
ficial to the accountant. 

In the second place from the work of the lawyer comes a real- 
ization that should be brought home to every accountant—that in- 
variably there are more angles than one from which to view any 
fact. Of these, some one will give a truer view than any other, 
but this one cannot be determined until that other shall have been 
considered and disposed of. Recognition of this truth is the 
foundation for that quasi judicial attitude to which reference was 
made in a former article. It is especially valuable to the young ac- 
countant freshly graduated from the school of bookkeeping who is 
sometimes inclined to consider the methods of his training the in- 
fallible panacea for all accounting ills. It is especially valuable 
also to the theorizing accountant who has served but slight if any 
apprenticeship as bookkeeper. . 

A third characteristic is involved in the first two but is of suf- 
ficient importance to warrant individual mention. It is the power 
of reasoning. A man may think clearly and yet not reason well. 
Craft, “the power that deals with a few facts close at hand,” may 
be highly developed almost in the absence of reason, “the power 
that deals with many facts, remote, recalcitrant, which require the 
mind to hold many pictured combinations at once or in quick suc- 
cession.” Isolated transactions may be lucid but their connection 
not apparent. The imagery of reasoning is the means whereby 
facts themselves seemingly innocent can be correlated to reveal 
the fraudulent or criminal methods employed by the defaulter or 
the bribing or rebating corporation. 

Another result of legal training which is not so apparent seems 
to satisfy a very real need of accountancy. This is literary ap- 
preciation. While among the older accountants of the United 
States there is some unconcerted effort at literary production, 
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among many of the younger practitioners there appears to be a 
withering contempt for the litterateur and his work. This con- 
temptuous attitude results in two weaknesses, one personal and one 
generic. In the first place, the present day accountant suffers 
from inability clearly to express himself and this despite an honest 
effort on his part. Yet expression is peculiarily necessary to the 
accountant whose function is to state intelligibly situations too 
complex for the inexpert to comprehend. The preparation of the 
certificate, in view of the fact that it is to be taken at its fair 
import, is a matter requiring command of English. Shall it state 
that the exhibits are correct “as per the books”? If so, how 
shall it amplify and explain what that means? How shall it guard 
against unintended inferences? The preparation of the comments 
explanatory of the report and which in system work contain in- 
structions for operation is not to be left to a man without training 
in English. 

It is the second and larger aspect of this case that gives ground 
for apprehension. Accountancy as a profession is destined to 
survive in some form or other as long as business lasts. Excel- 
lence of work and loyalty to ideals, however, may not be perpetu- 
ated, and they certainly cannot be by single personal examples. The 
splendid personality of the late Charles Waldo Haskins and the 
efforts at university instruction are inspiring, but they can live 
only in their influence and have ever to contend with the natural 
carelessness of man and the insidious attacks of commercialism. 
There is but one way in which excellence in work and nobleness 
in professional standard can be cultivated to-day and passed down 
to to-morrow. That way lies in the creation of a professional 
literature. 

Accountancy is essentially practical and does not readily lend 
itself to description. Generalizations are likely to be commonplace, 
detailed expositions local in their applicability. Hence a litera- 
ture must be conceived by men trained in expression as well as 
practice, by writers as well as workers. Such men can be devel- 
oped by a training in law. The lawyer has at his elbow a litera- 
ture larger than that found in any other profession; he studies 
much; he must express himself in the written brief to convince; 
he can lend to accountancy material aid in the work of expression 
and in supplying the means of perpetuating its best efforts. 

The need for general education concerning the scope of account- 
ancy finds a poignant illustration in the New International En- 
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cyclopedia, where if anywhere one might reasonably expect fair 
statement based on sound information. Yet the following is an 
exact and complete copy of an article appearing in Volume 1, at 


page 66: 


Accountant. In the United States a term applied widely to one who 
keeps accounts, i. e. a bookkeeper, though there is a tendency to restrict 
it to those whose accounts present a certain difficulty and complexity. In 
England, the term designates an officer employed by Railway Companies, 
banks, etc. from time to time to inspect and verify their books and 
accounts, and to make out periodical statements and balance sheets. It 
is recognized as a special branch of business. Generally speaking, the 
work of an accountant may be classified under two divisions: (1) All 
those matters that involve the investigation of the books of a firm or 
company, with the making up of balance sheets, statements of all kinds, 
and reports; and, (2) the management of estates, whether of bankrupts 
or others. While the last named function is not known in the United 
States, the practice of a periodical report by accountants not permanently 
connected with the business is growing among the larger financial institu- 
tions. With this practice there have arisen professional accountants 
whose function it is to act as impartial witnesses to the accuracy of the 
account of corporations and similar enterprises, and to make expert in- 
vestigations in controversies at law involving accounts. 


On page vii the editors have noted, “It is believed that all 
these topics have here received adequate and accurate attention.” 
Had accountancy a literature comparable with that of any other 
profession, such an article would find no place in such a work. 

A further result of legal training of more immediate benefit 
to the accountant is the knack of meeting men. The lawyer meets 
men of all sorts and conditions under every conceivable situation. 
His clients—his witnesses—the adverse witnesses—the opposing 
counsel—the jury—the judge—must all be met on different planes. 
and all must be made to feel the force of his personality and to yield 
the fruits he wishes to obtain. He becomes polished and versatile, 
apt in disarming and putting at ease the opposed and the embar- 
rassed, ready in conveying his message. The value of this to the 
accountant can scarcely be measured. It is true that his work de- 
velops tact and in that may excel the lawyer’s; but it also is true 
that the personal appeal of man to man, a thing quite different 
from tact, comes in greater degree from the profession of per- 
suasion and conviction. 

The last of the six chief advantages is found with the fifth— 
knowledge of human nature. The lawyer deals with living issues 
rather than dead analyses. He sees the human emctions at work 
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and quickly learns to discern the false from the true. He knows 
the ignoramus, the bluffer, the liar and the hypocrite. The ac- 
countant whose work is ever to disclose their misstatements must 
always be benefited materially by ability to “size up” the men 
with whom he comes in contact. The scope and course of his 
examination will be determined by his classification of the man 
who controlled the work. 

Now to consider ways and means. Accountancy car make no 
appeal to law for men. An individual’s choice of profession must 
always be based on personal considerations. Its only course is 
to induce its practitioners to avail themselves of the opportunity 
to secure these benefits by collateral work in law. Knowledge of 
law can be acquired by private study, by study of it in a school of 
accountancy, by its study in a law office, or by study in a law 
school. The practice of law supplements it with a training which 
produces a result analogous to the business sense acquired by the 
accountant in practice. The four methods of studying iaw are 
stated in what is believed to be the relative order of their excel- 
lence. The first is open to every accountant but is unsatisfactory 
in being impersonal and individual, hence likely to result in faulty 
conclusions and finally in disheartened abandonment. Studying 
law in a school of accountancy seems the least that an accountant 
should do. Even for the man on the staff of a large firm who is 
forced often to be on the road, experience has demonstrated that 
it is practicable. In about the same degree that this way is 
superior to the first method, it is excelled by the course in a pro- 
fessional law school. The latter plunges the student at once 
into the legal atmosphere, into competition with legal thinkers, 
and consequently makes of him a lawyer rather than an ex 
parte inquirer in the field of law. Such a course can be taken at 
night almost as easily as one in a schoci of accountancy. The 
method of studying law in the office of a lawyer in return for 
clerical service rendered is now practically obsulete. but it might 
be available to an accountant whose limited t:mie and means pre- 
vented his following a more orderly study in 1 school. Should 
either of the last two courses be pursued, the student should clinch 
the effort by becoming a member of the bar of his state. Circum- 
stances alone can determine the feasibility of his practicing law, 
on the staff of an established firm or for himself, but such further 
work can be scarcely fail to be helpful along the lines sggested, 
at a very slight cost of temporary loss of efficiency as an account- 


ant. 
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Bankers and Certified Public Accountants.* 


By WILLIAM ARTHUR CuAsE, LL.B., C. P. A. 


My subject is the mutually advantageous relations which in 
these modern times may exist between bankers and certified 
public accountants in relation to the examination of the affairs 
of prospective borrowers. 

I thought that this topic might be not without interest: 

First, because some of you may before your earthly career is 
closed be bankers yourselves. 

Secondly, because it is practically certain that most, if not all 
of you, either are or will be depositors or shareholders in or bor- 
rowers from banking institutions. 

And Thirdly, because the recent law passed by Congress 
enabling bankers under certain circumstances to issue currency 
on the security of commercial paper makes the question one of 
universal interest. 

In its widest aspect banking is the buying and selling of a cer- 
tain commodity, and that commodity is money, but it differs in 
the main, perhaps, from the method of dealing in other com- 
modities, in that while the seller of tea, tobacco, coffee or what 
not delivers his wares to the buyer to whom the title then passes, 
a large proportion of the banker’s transactions consist in lending 
his particular commodity to a borrower in the hope and belief that 
he will receive it back again, not only unimpaired as to quantity 
but somewhat increased in magnitude by reasonable accretions. 

The banker, therefore, may be compared to the husbandman 
who casts his seed into the earth. Some of it falls by the wayside 
and the fowls of the air devour it, and afterwards endeavor to 
take their flight to countries with which the United States has 
no treaties of extradition. 

Some of it falls on stony ground where there is very little 
business capacity, and when the fierce sun of competition is up it 
withers away because there is no depth of earth, and other, and 
let us hope the great bulk, falls upon good ground and springs 
up and brings forth fruit some a hundred fold, some sixty and 


some thirty. 
*A paper read before the Illinois Institute of Accountants, Chicago, June 18th, 1908. 
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In this branch, therefore, of the great enterprise of banking 
it becomes exceedingly important that the nature of the soil where 
the good seed is to be sown should be carefully looked into. 
Now, in the past what means has the banker had of making 
inquiries to this end? Upon whom has he been accustomed to 
rely for information of so vital a nature? 


I understand that chiefly there have been three sources. 

First, His own employees. 

Secondly, Professional appraisers. 

And Thirdly, And in the vast majority of cases, the ex parte 
statements of the borrowers themselves. 

As to the first, while no doubt there are some very capable 
individual cases, yet, looked at as a whole, one would think it 
would be apparent that a person whose experience would be 
mainly that of his employer’s office would hardly be in a position 
to pass easily and effectively from one class of business phe- 
nomena to others, seizing the salient facts of each. 

As to professional appraisers, I think they would mainly be 
employed when conditions were likely to arise which bankers 
would regard as not very desirable, as, for example, the possibility 
of having to foreclose under a mortgage, and I am informed that 
their employment is usually a long, a tedious and an expensive 
process. 

There remain then the ex parte statements of the borrowers 
themselves. These in the past have been somewhat in the nature 
of those prepared for the various credit agencies. 

About four years ago I made an examination of a manufac- 
turing concern some distance from Chicago. I called for the 
last balance sheet as at the end of the last fiscal period. I was at 
first told that it had been lost or mislaid, at any rate that it could 
not be found. Finally, however, the President produced some 
figures which he said were the balance sheet in question. Certainly, 
if all that be necessary to constitute a balance sheet is that the 
total of the figures on one side should equal those of the other, 
it undoubtedly was a balance sheet; but on my calling the Presi- 
dent’s attention to the fact that there was a variance of $20,000 
between the figures of this document and the company’s books, 
he replied, “Oh! this can’t be our balance sheet after all, this 
must be a statement of assets and liabilities we got up for Dun 
and Bradstreet.” 
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It only remains, therefore, to enquire whether or not there is 
for the banker a yet more excellent way than either of those I 
have so far indicated. 

In the October number of the North American Review for 
1894, appeared an article by Mr. J. L. Reid entitled, “ A Much 
Needed Profession,” in which he called attention to the high pro- 
fessional position occupied by the Chartered Accountants of Great 
Britain, and the many and important duties they undertake. In 
the course of his remarks he referred to a report on this subject 
made by the American Consul-General at Manchester, England, 
to the United States Government, in which was said among other 
things : 

The Chartered Accountants are regarded in England with great 
confidence and favor. They are a well organized and specially educated 
class whose business consists in supervising the accounts of private 
firms, public companies, banks, etc. By paying a retaining fee to a firm 
of Chartered Accountants any one can have the books of any enterprise 
and the condition of its affairs examined by an expert. I believe that 
a similar organization in our country would become most useful and 


popular. There is a wide field for its operation, and great need of some 
better professional inspection in a multitude of interests both private and 


public. 

This condition which the Consul-General deemed so important 
has been brought about. 

We now have a young, a growing and an exceedingly impor- 
tant profession to whose members the bankers of the country may 
apply with confidence for just those services of which’ they stand 
in need in relation to the examination of the affairs of would-be 
borrowers. Of course, not all Certified Public Accountants are 
of equal ability ; neither are all lawyers, doctors, or civil engineers. 
But the prima facie presumption is that they have professional 
and technical ability or they could not have obtained their degrees 
and diplomas. And here a word of warning may not be out of 
place. When a good thing becomes established a host of imita- 
tors spring up, as an American poet has said: 

“We love in others what we lack ourselves, 
“ And would be everything but what we are.” 

In those states which have adopted Certified Public Account- 
ancy laws, it is a misdemeanor, punishable in all states by heavy 
fines, and in one state at least by imprisonment as well, for a per- 
son to call himself a Certified Public Accountant or place the 
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letters C. P. A. after his name unless he is duly qualified in the 
manner prescribed by law. And so it has come to pass that a 
number of individuals who formerly would have described them- 
selves as expert accountants, and who are incapable for one reason 
or another of obtaining the diploma of a Certified Public 
Accountant, now endeavor to come as near to this designation as 
they dare, and style themselves Public Accountants, or Chartered 
Accountants, or Chartered Public Accountants, or Certified 
Accountants, which any one may do who pleases, the particular 
form which he decides to adopt being dependent merely, as Mr. 
Weller said of spelling, on the taste and fancy of the individual. 

Let us not forget then that the only style, title and designa- 
tion protected by law in the United States of America is that of 
Certified Public Accountant, and that the terms: Public Account- 
ant, Chartered Accountant, Chartered Public Accountant, Certi- 
fied Accountant, Expert Accountant, or what not, mean simply 
in this country nothing at all. 

Now, assuming that a banker should decide to retain the ser- 
vices of a Certified Public Accountant to make an investigation 
of the business of a prospective borrower, what is the course such 
accountant should follow ? 

In the first place he will naturally test and probe that recital of 
a man’s business worth popularly known as a balance sheet, 
which is supposed to be a statement of his condition as shown by 
his books, and he will ask himself this primary fundamental ques- 
tion, Do these figures represent the facts? 

But, as has been well pointed out by Mr. William Post, of the 
Central National Bank of Philadelphia: 

The banker is a short time lender. He desires that his advances 
should be repaid within four or five months at the latest. He leaves 
to the bond investor and the stockholder, who put their money at the 
risk of the business, the duty of furnishing the capital required for 
plants and permanent structures. Still, however, plant assets are real 
assets often of great value, and however much the banker may incline to 
discount them, he will need to take them into account. 

In the majority of cases, therefore, it may be assumed that 
what the banker will be likely to be most interested in will be the 
turnover of the capital, the condition of the business as disclosed 
by the Profit and Loss Account, and this to be effective should 
be a comparative one, showing side by side the results that have 
been achieved in a given period, say from three to five years. The 
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whole art of criticism is based on comparison, and when you have 
nothing to compare you have nothing to criticise. 

The Profit and Loss Account of a modern business may be 
conveniently divided into three parts, the first showing the gross 
profit, the second that which remains after the normal expenses 
of the business have been deducted, and the third giving what is 
left after any extraordinary charges or exceptional sources of 
revenue have been accounted for. 

The Revenue Accounts will indicate whether a steady and 
consistent condition of affairs exists, whether the turnover fluctu- 
ates materially, and whether increasing, at a standstill, or dimin- 
ishing; whether the percentage of gross profit is fairly constant 
and such as is usually earned in such undertakings ; and whether 
the percentage of expenses and net profit to gross turnover is 
reasonably steady. 

As far as is reasonably practicable the accountant should 
examine the bona fides of all sales. All entries on approval must 
be disallowed. In dealing with the question of consignments he 
must remember that the goods have probably been invoiced at 
selling prices, while the unsold balances can only be permitted to 
be taken in the accounts at cost price. 

In dealing with purchases, as before hinted, it is necessary to 
be on one’s guard against the omission of post-dated invoices 
when the goods have actually gone into stock. 

It is especially important that the various stock takings should 
be conducted upon similar principles, i. e., they should be based 
upon the same scale of prices, due allowance being made for the 
depreciation of articles from whatever cause, If the various stock 
lists have been prepared upon different scales of prices, they must 
be recast upon a uniform method, as any such difference may very 
materially alter the profits shown by the accounts. 

Where the undertaking is of such a nature that it cannot be 
advantageously carried on except in the premises occupied, the 
accountant should satisfy himself that those premises will be or 
have been conveyed to the business for a reasonable term. 

The expenses debited to Profit and Loss should embrace alt 
the legitimate expenses actually incurred, and any accrued 
expenses should also be included. 

In dealing with bad debts, the fact that the accountant is deal- 
ing with a comparative period will help him to a certain extent, 
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for it will enable him to strike an average, and he can compare 
that average with what his experience teaches him is that which 
usually obtains in similar classes of undertakings. Speaking 
roughly, it may be said that the debtors ought to stand at about 
one-sixth of the annual turnover. 

Where the concern in question has been hampered by want of 
capital and has therefore not been able to take full advantage of 
cash discounts offered, it is permissible to show cash discounts 
that might have been obtained had ample working capital been 
employed. 

Regarding the Profit and Loss Account, it may be said further, 
that profits are the realized increment in value of the whole 
amount invested in an undertaking; that all waste of fixed and 
circulating assets incident to the earning of profits should be 
made good out of profits earned ; that all profits obtained on sales 
of assets should be applied first to making good depreciation of 
assets. If there be no such depreciation they may be distributed, 
but in that case should be distinguished from trading profits. 

. Further, a sufficient surplus should be accumulated out of 


profits in addition to ordinary depreciation to provide for any 
shrinkage in assets beyond that caused by the ordinary operation 
of the business. 


While the accountant’s report should convey to his client the 
inferences which his experience has taught him are to be drawn 
from the particular data which he has gathered, it must not, I 
think, be forgotten that it is primarily his duty to acquaint his 
client with the facts and leave to him in the main to draw what 
deductions he may think proper. 

I am informed on good authority that Eastern bankers are 
availing themselves very freely, and have indeed for some time 
availed themselves, of the services of Certified Public Accountants 
for investigations of the nature I have dealt with, and I believe 
such investigations are becoming general all over the country. 





The name of The Society of Accountants and Auditors (Inc.) of 
England has been changed to read “ The Society of Incorporated Account- 
ants and Auditors.” This change has been made with the consent of the 
Board of Trade. 














Some Legal Aspects of Investments in Germany. 


By W. B. Gurnris, Pa. D., 
Of the College of the City of New York. 


Investment and speculation are phenomena peculiar to the 
modern economic age. To be sure, they have always shown them- 
selves since historic times; yet so has their importance augmented 
and their nature changed that they may be rightly called attend- 
ants of modern capitalism. There has always been capital; but it 
is only in the last two centuries that the world has witnessed a 
vast accumulation of industrial capital as opposed to the earlier 
form of commercial capital. It is, therefore, with this vast fund 
of industrial capital that men come to speculate and with which 
investment and speculation come to deal. 

Investment, therefore, involves the existence of funds of goods 
saved from the surplus of past economic effort. It involves the 
growth of the sense and habit of abstinence and saving which in 
their turn pre-suppose those economic conditions which furnish 
the justification and stimulus to the spirit and practice of eco- 
nomic providence and foresight. Investment assumes then, 
political and civil order and stability and economic conditions 
which furnish the ground of hope for reasonable gains on funds 
devoted to productive rather than to consumptive purposes; 
speculation deals with the same general facts. It may be said the 
same features are merely exaggerated. Speculation is inordi- 
nately greedy to control vast sums of capital. It assumes eco- 
nomic conditions where hope appears for unreasonable and extra- 
ordinary gains. As it has been put, investors deal in those things 
where quantitative changes occur; speculators hope for rapid 
qualitative changes. Investment depends primarily upon the 
creation of new values; speculation hopes for sudden transforma- 
tion of existing values. To the investor has been attributed many 
economic virtues; while the speculator is generally visited with 
much adverse criticism. In most industrial countries limitations 
are more or less urged to check speculation and encourage safe 
investment. This has been specially true in Germany, and the 
problem has been attacked in a variety of ways and for a variety 
of reasons. 

This tendency to control this, as also other types of economic 
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and industrial enterprise in Germany, may be explained in part 
by the fact that there they are inclined to control all sorts of social] 
and individual activity. The explanation of this is partly his- 
torical and traditional and partly rational and purposeful. Ger- 
many is not, of course, very far from feudalism and the habit of 
either exercising or submitting to minute public supervision is 
still operative and strong. On the other hand, Germans are much 
more apt to take the social viewpoint in deciding economic ques- 
tions than are the Americans; for instance, the individualism of 
the followers of Adam Smith and of the laissez-faire doctrinaires 
of the Manchester School never took so strong a hold on the Ger- 
man mind; nor did a modified form of mercantilism entirely 
vanish from the land. The reverse side of this social considera- 
tion is the rather paternal solicitude for the reasonable welfare of 
the less advantaged individual on the field of industrial strife. Of 
course as regards investments when it comes to a practical protec- 
tion of the innocent investor, the principle, Caveat emptor, must 
hold in the large; yet the policy of seeing that the cards are not 
stacked is very consistently followed. 

As a result of the application of this general policy to a con- 
crete case may be cited the constant and growing opposition to 
speculation in land. This has been particularly true of invest- 
ments in suburban and city land whose unfortunate incidents they 
are determined to avoid. It is probably due more largely to the 
sense of the socially fit line of action than to the theories of single 
taxers that Germany is the only land where the teachings of 
Henry George have borne any considerable fruit. To this end 
some very interesting legislation is being enforced. Cities in 
Germany are empowered to take rather large portions of the 
“unearned increment” covering the increased values for five 
years. This ranges from 10 per cent. to 33 per cent. which is 
taken in the Chinese grant of Kiao Chau. Such measures, 
together with high transfer taxes and the condemnation of 
vacant land for building purposes or parks, together with the 
proposed return to the old “ Erbbaurecht,” are either advocated or 
applied in order that, as Professor Schmoller expressed it, the 
homes of the people may not be made subject to the heartless 
speculator. 

There are, of course, other considerations requiring attention 
in a complete analysis of the question. There are certain qualita- 
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tive limitations which tend to confine investments and which 
render the speculative mania less acute in Germany than in 
America. Their speculation in land is intensive rather than 
extensive. Their land has been all taken up for centuries. There 
is also lacking those countless unknown values constantly opening 
to exploitation in this country. This does not mean there is no 
speculation in land. The breaking up of old estates, “Rittergiiter,” 
those lingering relics of feudalism, throws free land on the 
market. Land values have in recent years fluctuated very much, 
due to political and industrial changes both within and without 
Germany. It is also well to remember that the land-mortgage 
banks, so widespread and powerful in Germany, give a peculiar 
mobility to land values, unknown in this country, though more or 
less common in all European lands. 

Similar in kind and equal in importance with the foregoing is 
the fact that so many of the values handled by the governments, 
National, Provincial or Municipal, are removed from the ordinary 
modes of investment. This does not mean that securities of a 
Prussian State railroad may not change hands nor become sub- 
jects of speculation; it does mean, however, that speculation in 
all such securities is reduced as they are in some cases removed 
from the market or are included in the general public debt and 
are very stable in their values; and as interest is guaranteed by the 
State, are certain in their income. In Prussia, two-thirds of the 
railroads are owned by the Government and thus a large number 
of securities are Government securities and the struggle so often 
seen in this country.over the control of the railroads does not 
perplex them in Germany. 

Perhaps in no field was there greater necessity of adjusting 
the old economic structure to the new industrial order than in that 
of commercial law. The industrial revolution in most countries 
worked havoc with most of the commercial and _ industrial 
arrangements and made a re-adjustment in all countries neces- 
sary. With regard to most regulations the tendency was to 
allow a large degree of freedom, and even in Germany many of 
the more oppressive phases of control, as the guilds with their 
narrowing limitations and the local regulation of commerce, were 
abandoned ; while as has been said, the /aissez-faire doctrine did 
not extend economic freedom so far in Germany as it did in Eng- 
land, yet in some lines much latitude was allowed. Of course any 
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general control of industrial affairs in Germany was much 
hindered, indeed made impossible, owing to the lack of political 
unity. In the commercial world the Zollverein (1828-1866) 
showed the possibilities of united action and the positive advan- 
tages of harmonious coéperation in industrial lines. The same 
fatal weakness showed itself in the North German Confederation 
(1867-1871) where even less effective action was taken than 
under the old union. As an illustration of this lack of central 
authority is the fact that it was only in 1874 that any effective 
general law was passed to protect patents and trade-marks. That 
year saw another general law regulating the contracts between 
employers and laborers. Thus was the regulation of industrial 
life delayed through a lack of political competency in the earlier 
form of union which were but steps toward the perfected Empire 
of 1871. 

One of the most important phases of this re-adjustment was 
the creation of a competent body of law and efficient organs to 
make safe and effective the investment of capital in such forms 
and to such amounts as would be commensurate to the enlarged 
demands of 19th century industry. 

Before the organization of the Empire one of the interesting 
illustrations of control concerned primarily the operation of the 
mining industry. In early times this had been carried on in a 
very unsystematic and individualistic manner. From the opening 
of the 18th century the State had taken an ever increasing 
amount of supervision. The law that finally regulated the indus- 
try was passed by Prussia in 1865. This law known as the 
Bergbaugesetz, holding first in Prussia, was finally extended over 
the Empire and becoming a general law remains practically in 
force up till to-day. 

One of the peculiar features of the German law is the separa- 
tion of the land from the metal and mineral wealth contained in 
it. The mines, therefore, cannot be monopolized by the owner of 
the soil, but compose in a way a part of the public domain. So the 
mineral wealth may belong to one person, the land to anothet, and 
the operation be in the hands of a third party ; while the owner of 
the land may be paid an appraised sum for the abandonment of 
the mining privilege. 

The actual mining operations are carried on under an interest- 
ing form of partnership known as “ Gewerkschaften.” It origi- 
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nated in earlier combinations of laborers who gradually accumu- 
lated larger amounts of capital which in turn becoming trans- 
missible the organization became perpetual. In this form of 
organization there is no attempt made to give any definite value to 
the shares, and there is no fixed amount of capital in the manner 
of the corporation. The capital-goods, so to speak, are owned 
jointly by the partnership. The value of these is represented by 
so many shares called “ Kuxen.” Earlier they were made up of 
128 of these shares on which was based the distribution of gains 
and losses. These were transferable though were not much used 
for speculation. The governing body is the meeting of the part- 
ners of the concern. At the present time the number of shares is 
based upon the metric system and the “ Gewerkschaften” have 
either 100 or 1,000 Kuxen or shares. The important feature of 
the stock, i. e., its impersonal nature is not found with the Kuxen. 
They are usually signed and there is, therefore, this rather 
important bar to their free circulation. 

Of a more general and hence more important type of organiza- 
tion, is the corporation, or Aktiengeselischaft. The over-erudite 
German delights to trace this form of organization through the 
German forests to Roman origins. Without any intention to pur- 
sue the institution to any such remote antiquity, brief reference 
may be allowed to its 19th century development. Here, as in most 
countries, the growth of the railroads had a very decisive influence 
on the corporation law. As it happened in Germany this fact 
appeared at the same time as the organization of the Zollverein. 
The completion of the Prussian-American commercial treaty and 
kindred events were ushering disunited Germany into the modern 
industrial life and toward more perfect political unity. Owing to 
a variety of causes the German people had lingered in an agrarian 
atmosphere and her industrial life was marked by a crudeness and 
incompleteness equally apparent. Among the more progressive 
States and especially in Prussia, the inadequacy of the existing 
organization was noted and steps were taken to remedy the evils. 
In Prussia, and in the Diet of the North German Confederation 
before the Empire, attempts were made to facilitate business pro- 
motion and remove the weightiest obstacles to enlarged and more 
effective industrial investment. On November 3, 1838, a law 
was passed in Prussia amended by the law of 1843 which in a 
comprehensive manner controlled the organization of companies 
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in the State. In 1852, a law of similar import was published in 
Austria affecting certain smaller German States under her control 
by the memorable Treaty of Olmiitz, The general law of 1843 
was strengthened in 1853 and capital flowed more freely into the 
channels of industry. These companies were all very closely con- 
trolled by government, involved a large liability upon the partners, 
and gave a large element of security to creditors. The next law 
was of a general nature and was passed by the Diet of the Con- 
federation June 11, 1870. The chief features of this law were 
greater liberty and wider freedom from public control with cer- 
tain compensating limitations intended to restrain unwise invest- 
ment and rash speculation. The total effect, however, as facts 
prove, was to give free rein to investment, to stimulate unduly 
business enterprise, and with the enormous impetus given to 
national life by the Franco-German War augmented by the vast 
monetary changes incident to the billion-dollar indemnity paid by 
France, to give a decidedly speculative tendency to industrial 
undertaking. Business, some of it substantial, much of it inflated, 
grew in Germany as never before and of course suffered severely 
in the crisis of ’73. Recovering rather quickly from this, the for- 
mation of companies under the law of 1870 went on at a rapid 
rate. This period of prosperity, partly real, in part only seeming, 
was followed by a period of very marked depression. Many 
came to attribute the conditions of such uncertainty to the lax 
corporation laws. From 1879 sharp criticism occurred. 

Agitation in this direction produced results in the very noted 
law of June 18, 1884. This was an attempt to establish barriers 
against the speculative tendencies showing themselves in the 
seventies to which many came to credit the unstable business 
conditions, 

This law provided for greater publicity in the steps in the 
organization of companies. It required a definite set of articles 
setting forth explicitly the purposes and plans of the organization. 
Five men of equal interest and jointly responsible for the initial 
steps must be engaged in every enterprise. Shares were to be 
subscribed either at once by the original formers of the company, 
or successively sold where they were handled in the usual way. 
In either case, however, the shares must be all taken before the 
promoter could:call the organization into life. The stipulated 
number of shares must be purchased by bona fide holders before 
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the corporation could be advertised or be entered in the register 
and open for business. The law forbade settlement for shares in 
other ways than by cash, and the sale of shares below par was 
made ineffectual. As shares were viewed as representing propor- 
tions of actual property, they were issued in general at 1,000 
marks each ($250). One of the leading purposes of the law, 
fairly well attained, was to insure the payment of the ground 
capital. 

Another important provision of the law aims at the security of 
the shareholders in their original investment. It was intended to 
prevent the well-known practice of directors, whereby dividends 
in bad years are met out of reserve fund or even out of capitai 
with the very good intention, unfortunately not always fulfilled, 
of restoring the fund in good years. The German law forbids 
the payment of dividends from other sources than net profits. 
Care is thus taken that fictitious values are not given the shares 
by false returns. Thus two very important purposes are sub- 
served; companies may not mislead the innocent investor as to 
the real values in average years and the funds are kept intact. 
To further secure the latter a reserve fund is required, composed 
of one-twentieth of the net proceeds annually till to per cent. of 
the entire capital is thus secured. 

These propositions sum up the leading features of the law that 
underlies the modern corporation law of Germany. Such a super- 
vision assumes, of course, an effective and powerful administration. 
For this the law makes provision. Supreme in control is the gen- 
eral meeting of the stockholders; elected by and subject to the 
stockholders, is the board of directors, composed of three men, 
who, while selected by the shareholders, must themselves not hold 
any stock in the company. These disinterested men chosen for a 
maximum of five years have close supervision over the affairs of 
the corporation and rigidly enforce the regulations above out- 
lined. All shares vote. Votes may be cast by proxy when prop- 
erly accredited. Provisions are not wanting to preserve the 
rights of the shareholders, as rights to vote, etc. Corporations 
may be closed out either through the terms of expiry in the char- 
ter or by a three-quarter vote at a general meeting to which all 
stockholders have been summoned. The law here outlined had 
been a result in part of the reaction from the rather free indus- 
trial methods which had characterized the first decade of the 
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Empire. It was a product of industrial misgivings and bears the 
marks of a conservative theory concerning investments and busi- 
ness organization on a large scale. Eight years, however, of the 
operation of this law created the impression that investment had 
been hampered by these regulations and the law of April 20, 1892, 
shows another reaction toward a more liberal policy. Of the two 
laws Dernburg says': “ The contrast of the two laws is very 
marked. In the later law the obstacles to promoting are removed, 
the steps toward organization are made simpler. There are 
fewer regulations in general while greater liberty in suiting the 
amount of capital to the business is allowed.” 

Perhaps the greatest change made in the legislation by this 
law was the provision for the limited liability company toward 
which the sense of the business world had been leading for two 
decades. In this law the individual shareholders were given 
immunity from corporation liability. The stockholders are, how- 
ever, liable to the full extent of their subscribed stock. 

A necessary, or better, a natural, outgrowth of the new form 
of organization is the stock-market. The growth of the stock 
company coordinates rather closely with the expansion and im- 
portance of the stock exchange. A survey, then, of the organs 
of modern investment requires a notice of this institution of such 
great importance as the complement to the stock company. There 
had existed, of course, in all the chief commercial cities of Europe, 
from early times stock markets or their equivalents in Hamburg, 
Bremen, Berlin, etc. These had flourished and, keeping on the 
even tenor of their way, had attracted no particular attention. 

Coincident, however, with certain very important events some 
of transient, some of permanent importance, the stock exchange 
began to attract attention to itself. Among these may be men- 
tioned the rapid expansion of business due partly to the new law, 
partly to other causes, as the expansion of Germany’s colonial 
schemes and the formation of companies for the operation of 
transportation and commercial enterprises. Furthermore, the 
uncertain condition of business, the panicky state of the com- 
mercial world following the Baring disaster, directed special 
attention to the stock market. Along with this went a very un- 
settled demand for grain, especially wheat, and the opposition 


t Dernburg: Lehrbuch des Preussischen Privatrechts und der Privatrechtsnormen des 
Reichs, Zweiter Band; S. 700. 
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arose in many places against the speculative aspect of the pro- 
duce exchange which expressed itself in a variety of ways. In 
America, for instance, during the early nineties, two bills were 
introduced into Congress proposing more effective control of 
produce markets regarding grain-options, etc. In other coun- 
tries as well the belief seemed prevalent that business stability 
and sound methods demanded more perfect control of the organs 
of speculation. 

In Germany, this movement took a very definite direction and 
aggressive form in 1893, and this for a variety of reasons. Among 
these was the sudden slump in the price of grain and that at a 
time when the tariff, which had so often served as a scapegoat for 
other evils, could not be made to bear the blame. The manipula- 
tion of the grain supply and the influence of this in the produce 
exchange was, therefore, the next explanation advanced. The 
menace of margin trading of all kinds to business security was 
also pointed out, and the difference between trading on margins 
and for delivery was more and more emphasized. Protests also 
came from socialistic sources against the unscrupulous methods 
of capitalists as displayed in the transactions of the Bourse. 
However, it was the activity of the agrarian party that gave the 
movement concrete form. It set in operation those activities 
which led to the famous stock-exchange law of 1896. It was 
during the slumps in the price of grain that the farming class felt 
the effects of unfavorable markets, especially in those parts where 
payments for rents or maturing mortgages came with increasing 
weight. So long as the changes in the tariff gave the promising 
hope of better prices or the decrease in the imports held promise 
of a rapid readjustment, all was well. But at this time the attack 
was made upon the speculative market. The argument was that 
fifty-fold more speculation followed margin dealing than did 
trading for delivery, and that professional bears were much more 
influential on the average in keeping a low level of prices than 
were their competitors in forcing prices up. That when a low 
price was established mere inertia tended to keep it low; and 
that with the market once spoiled, good relations were reached 
with difficulty. Specious though the arguments may have been, 
they justified some and convinced others to wage war on the 
stock and produce market as the enemy of the public in general 
and of the farmer in particular. 
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The first step in this so-called reform was the appointment of 
a commission of about thirty men from a variety of callings, in- 
cluding business men, bankers and university instructors, to study 
the problem and report to the Parliament (Reichstag). After a 
most thorough investigation and the examination of many wit- 
nesses, a very voluminous report was prepared. 

Any extensive analysis of the report or of the very detailed 
law that grew out of it, is beyond the purpose of this paper. 
Pursuant to the desires of the radical element in the party and in 
the commission, very sweeping reforms were undertaken. Deal- 
ing in options in grains and mill products was forbidden. “ Deal- 
ings for future delivery at the exchanges in grains and mill pro- 
ducts is prohibited.” This exceeded in law even the commission’s 
report in this regard. Dealing on margins in spirits, oils and raw 
sugar was permitted. Aside from this very direct end, the more 
general purpose of the law was to restrain the gambling pro- 
pensity in business and to abolish its worst evils. These more 
general features were: all promoters of corporations or companies 
were required to issue in advance a complete prospectus giving all 
details of the proposed organization; the law also required the 
lapse of a certain time between the organization of the company 
and the sale of shares; besides, whereas the corporation law had 
fixed a minimum necessary to organization, this law of ’96 fixed 
the minimum of companies whose securities might be listed. 
Penalties were enacted against quoting falsely, using the press 
to unduly influence prices or making reports that will otherwise 
upset the market. 

As might be expected, objections to the law were numerous 
and strong and opinions as to its wisdom and probable effects 
were various and extreme. In practice, this attempt to control the 
exchanges led to a demoralization of the exchange market and a 
check to investments in general. It lost many opportunities for 
outside investments whose securities were subject to the same 
law. It did, on the other hand, tend to give some further security 
to investors as the regulations concerning listing, publishing, 
registering, etc., helped to strengthen the law controlling 
corporations. 

Of considerable importance were the sections dealing with the 
organs of control. The story of the changes in the relations of 
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the different exchanges to the governments in Germany would be 
a rather interesting chapter. In the old free cities the exchanges 
were subject to but slight oversight by government and had but 
few regulations by the organization itself. This was specially 
true of Hamburg which for a long time had been practically a 
free market where anyone was allowed to go and trade. In 
Diisseldorf, on the other hand, the Government had exercised 
considerable control over both the activities and membership of 
the market. In Berlin the Bourse had been under the supervision 
of the Chamber of Commerce. Under the new law, however, 
some degree of uniformity was aimed at. The stock market was 
placed under the general supervision of the Bundesrath, or the 
council of the Empire. The more immediate oversight was placed 
in the commissioners of the various governments. Each exchange 
was given authority to draw up its own general regulations. Such 
must not conflict in serious ways with the imperial law. As illus- 
tration, the general law stated who could not have access to the 
markets as women, aliens, bankrupts and those not having legal 
control of their property, etc.; the By-Laws of the various ex- 
changes must make similar regulations. One aim of the law was 
to give greater publicity to business transactions. Hence their 
courts were given authority to require all information and 
examine all books and reports where illegal procedure was 
suspected. 

Perhaps the most important commission had control of the 
listing of securities. Of its membership one-third must be in no 
way connected with the business. It was empowered to refuse 
any paper except that of imperial or provincial loans. These all 
exchanges must handle. In case securities of a corporation are 
refused in one place the report is sent to other exchanges to pre- 
vent their being entered elsewhere. The intent is to keep unde- 
sirable paper from being handled in any part of the realm. The 
commissions are forbidden to quote or make any prices on securi- 
ties thus refused and they are to receive no mark of approval. 

Such has been the general course of the growth of the chief 
organs of investment and speculation in Germany. Modifica- 
tions in these laws have been made. The same general ends, 
however, have been aimed at. The attempt has been made to 
secure innocent investors against fraud. It has been thought 
desirable to place such limitations on the promoter, as holding him 
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liable for initial funds invested, limiting the amount he may 
realize, compelling faithful accounts for sums or values given 
him. In these ways unwise speculation is restrained. Equally 
vigorous measures have been taken to check stock-watering by 
requiring that stocks must be issued on actual assets and if neces- 
sary these are to be appraised. Shares are to be disposed of at or 
about par and the total number must be subscribed that the cor- 
poration may begin operations. The laws again protect the in- 
vestor through sections forbidding the use of original capital or 
reserve funds for the payment of dividends. The laws have not 
in all instances been enforced. Ways of evading them have 
shown themselves, sometimes of necessity, often that bad men 
might carry unjust ends. Publicity has not been such a restrain- 
ing force as it was hoped. Yet the general influence has been to 
keep business moving in fairly conservative methods and to give 
to investment reasonable security. 

Codrdinate with these facts and of great interest, are the con- 
ditions under which the German banks are either organs of invest- 
ment or are themselves investors. In these respects they are 
rather unique. Speaking generally, the banks have projected 
themselves much farther into the industrial world than have 
similar institutions in other countries. 

Of interest in connection with the exchange-law just outlined 
is the growth of the banks as mediums of investment; not that 
securities were not handled through banks before the law of 
1896; this had been done and of this the case of the Krupp con- 
cern whose paper has nearly all been handled through the banks, 
is a noted illustration. But it was when the law had so far broken 
up the regular stock market that another irregular one was opened 
on the outside, that so many companies placed their securities 
in the banks for negotiation. Nor does this mean that in so doing 
the banks were encouraging bad business methods. For in the 
first place, the laws of incorporation were operative in all in- 
stances to restrain undue speculation and to check unwise invest- 
ment. Again, many limitations of the exchange law, as the one 
limiting the capital stock of companies had very little to do really 
with the nature or success of the company offering its shares. 
The effect of the law, then, was to transfer considerable of the 
business of the regular market over to the banks; and as it would 
naturally result, certain banks would get control of a larger part 
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of this business. This influence worked with others to concentrate 
business in certain places and notably in Berlin. 

The growth of banks as investors in all sorts of business enter- 
prise has perhaps little connection with the matter here discussed. 
The German banks are heavy investors in large industrial estab- 
lishments and often go apparently beyond the limits drawn by 
sound business judgment. A notable instance of this was the 
Leipziger Bank, which, with a capital of 43,000,000 marks, backed 
one enterprise to the extent of 93,000,000 marks and came to grief 
thereby. In many instances, as Professor Schumacher points out,' 
the banks finding themselves involved in the finances of the con- 
cern, become permanent financial partners. ‘“ The working capi- 
tal of the bank is removed in increasing measure from other and 
more profitable employment; and it may easily happen that the 
business initiative is transferred from the bank to the struggling 
industrial concern which the bank has undertaken to finance.” ? 
Of course the very large amounts of share capital held by the 
banks in Germany makes possible a larger industrial activity upon 
a fairly safe basis. Banks with share-capital of 40 to 50 million 
dollars each can certainly undertake reasonably large business 
risks. It might well be questioned if they are not in such case 
losing their distinctive nature as banks and becoming hugely 
capitalized industrial concerns. 

Many questions are left untouched. Of trust companies little 
need be said as they play relatively a small rdle in Germany. 
There are many trusts, but these are generally handled through 
other means. Savings banks and the insurance corporations of 
which Germany has a variety and which gather so many smali 
savings, are given by law rather large latitude as to investment of 
funds. Under existing conditions many safe securities, State and 
Municipal, exist and are largely taken by institutions. On the 
whole, it must be said, investment is very safe. Cases of bank- 
ruptcy are relatively scarce and many features of German legal 
control could no doubt be wisely followed in this country. Part 
of this security is no doubt due to the general conservative ten- 
dency of the people; no small portion is to be attributed to the 
better financial methods and wiser monetary arrangements. It 
does also show the undoubted advantages of wholesome control 
through the organs of the public power. 


t Pol. Sci. Quarterly, v. 22 p. 85. 
a Ibid. 
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Education for the Accountant.* 
By JoHN ALEXANDER Cooper, C. P. A. 


Education is the drawing out of power in the character, not 
the putting in of information into the mind. Its chief product is 
not knowledge, nor success, but power—power of mind and body 
guided by power of the will. 

It may be divided into five classes: 


First—The Physical, relating to the organs, muscular and 
nervous systems. 

Second.—Zntellectual, relating to the powers of the under- 
standing. 

Third.—Esthetic, relating to the sense of the beautiful in the 
arts. 
Fourth.—Moral, relating to the higher nature. 

Fifth.—Technical, relating to the arts and sciences. 

It may be put down as an axiom that upon a well matured 
system contemplating the first four of these sections depends 
greatly the effectiveness and breadth of judgment displayed ulti- 
mately by the student in the use and application of those studies 
embraced in the fifth section. We must first consider what may 
be termed the sections or subdivisions into which the “ intellec- 
tual ” education is properly divisible. The “ intellectual” is indi- 
cated because it is the generally accepted phase of what is com- 
monly known as education. These subdivisions are: 

Primary, embracing the first elements. 

Secondary, having to do with grammar schools, high schools 
and academies. 

Higher, affecting colleges, universities and post-graduate 
studies ; and lastly, 

Special or Professional, with a view to a particular vocation or 
profession. 

Under our beneficent laws the state assumes to act as a 
superior or senior partner with the parents of a child in the con- 
duct of its education. This step by the government, and the sur- 
render, so to speak, by the parents of their direct obligations to 

* An address to the Institute of Accountants of Chicago. 
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their offspring in this particular, is not to be regarded as a mere 
matter of government relief to its citizens so as to enable them to 
pursue their own calling unhampered by the demands of such 
educational duty, but is a fundamental process for the develop- 
ment of citizenship along uniform and democratic lines, in which 
we all must realize our full obligation and participating responsi- 
bility ; especially so when we reflect upon the substantial meaning 
of the five sections above mentioned, study the scope and intent 
of each one of them, and observe their ultimate effect upon the 
citizenship of any progressive nation. 

School boards, superintendents and teachers should be most 
carefully chosen for their duties, especially the latter. There 
should be no complimentary or political motives attaching to the 
appointment, and when selected they should be more adequately 
remunerated than generally appears to be the custom; otherwise 
the desire of the pedagogue to make this his life work is 
dampened, and the state is the greater loser. One would have to 
be an ultra enthusiast in pedagogy to be blind to the material 
advantages found in other pursuits that surround one in every 
‘direction. 

It is the paramount duty of the state to see that all its wards, 
even to the feeble-minded, have an equal chance, and it is that of 
the teacher to help the weak or those that appear to be slow of 
development. There can be no preference or selection from other 
causes than the efficiency displayed by each student in the progress 
of his work; the difference between so-called “ social classes ” is. 
one of taste only, not of humanity. Taste is a habit which can be 
taught; surround the youth with beautiful sights and artistic 
environment, which prompt him to the beautiful, pure and 

- righteous ; inspire him with ambition to emulate deeds recorded as 
good, brave and charitable, and do we not make it harder for him 
to depart in after years from the “straight and narrow path”? 
The “ Child is father to the Man ” and we, “ the parents of to-day, 
are the trustees of the future.” 

This is but one element in illustration of the lasting effect upon 
‘the growing nature of proper and adequate food for the mind; 
in its lack lies the great responsibility of our legislators and the 
administrators of the school boards throughout the country. It 
is with the view of emphasizing the present responsibility resting 
upon you as electors, and, as may be developed in the future, 
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administrators, when you are called upon to assume such duties 
as are indicated, that I draw attention to the importance of a 
good and thorough grounding in the elemental branches, under 
auspices and surrounded by influences tending to cultivate and 
uplift the moral nature. 

The education and training of the growing mind is an obliga- 
tion of the first importance, and each generation should regard its 
duty as leading up to and building upon an establishment for 
future generations. It is in this regard that older countries have 
the advantage; their administrations of great educational insti- 
tutions are continuous, consistent and free from the mercurial, 
vacillating treatment associated with uncertain tenure of office, 
which is the bane of education in the West. I plead most earnestly 
for a continuity of government of our schools and a broad, stable 
policy in regard to educational methods. 

On the European continent Martin Luther drew up a scheme 
of compulsory education as far back as 1542; in France, Louis 
XIV issued a decree of this kind in 1620, and in Prussia Fred- 
erick the Great ordered such a plan in 1793; and as indicating the 


advantages of broad, liberal treatment of the educational institu- 
tions of England the seven great common schools named have 
been conducted since their foundations as follows: 


Winchester, founded in 1387. 
Eaton, founded in 1441. 

St. Paul’s, founded in 1512. 
Blue-Coat, founded in 1553. 
Westminster, founded in 1560. 
Rugby, founded in 1567. 
Charter-House, founded in 1609. 


The distinct feature of what may be called the educational 
policy of these noted institutions, and the one that I lay stress 
upon as so necessary to the proper development and training of 
the young, is in this particular: that they take physiological facts 
of childhood into account, weigh them, and shape their course 
in harmony with such facts. 

This is mainly in the recognition of the necessity for author- 
itative guidance, if it may be so called, on the immature mind. I 
mean this, that from the primary stage of education, intellec- 
tually speaking, which may start at seven years of age, and from 
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thence for about six or seven years, until what is physically recog- 
nized as the age of puberty has arrived (in common law this is 
fourteen in the male), the student must be regarded as an involun- 
tary proposition, and the course of study determined more or less 
arbitrarily by the educator; but it must be simple and thorough, 
not diffuse or of great variety, a good foundation for that that is 
to follow; it might be gradually made elastic as to the last two 
years, based upon efficiency, and then when the child has become 
a reflecting and responsible creature he should along with the 
higher fundamental studies be given guidance within the lines of 
his own preference and selection, and every opportunity be given 
for the expression of such choice. 

By this course it is then feasible to drill the young mind along 
semi-specialized lines, whether commercial, mechanical, financial, 
nautical or any one of the well known professions. In the first 
case, for instance, by the time the student arrives at the age of 
fifteen he is ready to leave school and go into business; or if he 
prefers to follow one of the learned professions he then is directed 
in his studies of the dead languages, higher mathematics, the arts 
and sciences and so forth, leading up to the high school and 
university. 

It will be seen from this that my plea is for the recognition of 
the fundamental fact that the great majority of our young men do 
not take kindly to the restraints of continuous study along uni- 
formly set lines in the high schools, when their natural bent is 
towards commerce and its related activities. The spectacle is not 
an uncommon one to find that our high school graduates are 
about one-fourth boys and three-fourths girls. If, therefore, the 
management of our schools would recognize this condition and 
expend their energies upon the requisite features only of a com- 
mon school education up to the age of puberty, and do it with 
thoroughness, instead of presenting a course general in its appli- 
cation throughout, and in disregard of the physiological fact re- 
ferred to; as well, also, as the co-related fact of the same kind 
that such development comes to the girl about two years earlier 
than to the boy, we shall find that students will be better grounded 
in the common branches (what are commonly called the three 
R’s), upon their entrance into business life, and that they will 
generally retain and apply the instruction received in the public 
schools to their practical benefit in the course of their career. 
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Here then is the sure and absolutely necessary foundation for 
the accountant’s education, and I give this in the form of a pre- 
lude, upon which to venture my opinion of the source from which 
the profession of public accountancy is to derive its raw material. 

We have seen from this foundation that the youth has arrived 
at the age of fifteen, and is bent upon pursuing a commercial 
career. From that stage onwards for another fifteen years he must, 
if he elects to follow the profession of a public accountant, continue 
to realize the necessity for close study in his leisure moments ; I do 
not mean to convey the idea that recreation, or what I have here- 
tofore designated as the “ physical education,” should be disre- 
garded, but that during the time mentioned, which we will call 
the second period, he must avail himself of every opportunity to 
cultivate his mental faculties, and it will soon develop whether he 
is gifted with the inborn logical, analytical or consecutive reason- 
ing faculty that is so necessary in this calling. This faculty, it is 
as well to say now, cannot be acquired ; and this should be brought 
home to every student before long hours are spent in fruitless 
study with this special aim of accountancy in view. If the student 
is satisfied of this possession, then he should, upon every occasion, 
improve himself in, first of all, the use of the English language ; 
a clear and forceful habit of diction is a prime qualification, and 
cannot be acquired more easily and happily than by perusal of the 
standard works, such as Thackeray, Macauley, Hawthorne, 
Bacon, Scott, and so forth. It must be borne in mind that a certain 
number of marks are credited at the examinations for the C. P. A. 
certificate for style of expression and neatness of execution. 
Along with such close familiarity with the standard works, by 
which it is hoped that the student will sub-consciously acquire a 
satisfactory and fluent command of the tongue and pen, he should 
take up the higher and more direct commercial side of arithmetic ; 
I will not say mathematics, which conveys the idea of abstruse 
propositions and theoretical problems, but such studies in arith- 
metic as will be of constant necessity in his career; as for example, 
Percentage, Ratio and Proportion, Alligation, Exchange, Broker- 
age, Insurance, Equation, Average, Security, Annuities and 
Investments. I do not include Algebra in this, although it some- 
times is of use to an accountant, but from my general experience 
I believe it can be dispensed with, considering the remote availa- 
bility of its application. 
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With these two necessary studies acquired to a degree of 
efficiency, the next step is to begin the study of the more closely 
related features, such as the Theory of Accounts, Bookkeep- 
ing, in all its phases, Practical Accounting and Auditing. For 
this purpose one cannot do better at the present time than to study 
some of the numerous standard works upon these subjects pub- 
lished in Great Britain, such as Lisle’s “ Accounting in Theory 
and Practice,” Dicksee’s “ Auditing” and his “ Advanced Ac- 
counting,” and Van de Linde’s “ Bookkeeping.” 

It will then be desirable to take up one or two of the modern 
languages, say German and Spanish. It would also be well for the 
student to enter some evening School of Commerce, such as that 
recently inaugurated by the Northwestern University. 

By reviewing his previous work from the standard books on 
accounting before mentioned, and attending lectures provided by 
this School of Commerce, the student would be sufficiently well 
grounded in the theory, at least, of general accounting and busi- 
ness methods to justify his seeking a position in the office of some 
practitioner, assuming, of course, that during this long period of 
study he has been in actual daily contact with the office routine, 
bookkeeping and financial conduct of some one or more com- 
mercial or manufacturing corporations. 

Should the student succeed in obtaining employment in an 
accountant’s office, he still must continue his studies and avail 
himself of every opportunity to handle the details of practical 
accounting. 

It may be said here and emphasized that while the student 
may be able to “cram,” so to speak, for the “Certified Public 
Accountant ” examination in Theory of Accounts, Auditing and 
Commercial Law, he cannot do so in the papers on practical 
accounting; therefore, every opportunity should be embraced to 
get into contact with these problems, that have as many varieties 
as there are moves on a chessboard. 

It will be now necessary for the student to take a course of 
instruction in a law school, such as that which is also a department 
of the Northwestern University, particularly in those branches of 
law relating to his contemplated career; in the general principles 
of commercial law as affecting Accountancy, Partnerships, Execu- 
tors, Trustees and Receivers, Corporations, Bankruptcy, Bills of 
Exchange, Banking, Agency, Contracts, and so forth. 
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This somewhat briefly in outline gives you the course to be 
pursued in order to acquire the qualifications with which to meet 
successfully the examiners under our “ Certified Public Account- 
ant ” Statute. 

It will naturally occur to those who have looked into the mat- 
ter, what of the requirement of the law about the high school 
graduation being a preliminary requirement? It does require this 
preliminary starting point, but it also says “or an equivalent 
education,” and this to an earnest man should not be an insur- 
mountable difficulty. I know of one case in particular where a 
young man has studied to acquire this standing while working in 
an accountant’s office, who is now about to go up for the regular 
C. P. A. examination. 

I will avail myself of this occasion to recall the criticisms that 
are now and then passed on by those whose ambition is out of pro- 
portion to their application and determination. It sometimes 
happens that aspirants upon reading the examination papers throw 
up their hands and fearfully depart with murmurings and dis- 
content. This to the educator is not an uncommon occurrence, but 
to the layman it appears on its face as if the Examining Board 
had prepared tasks that were beyond the average reach; this you 
may be assured is not so; in fact, the general policy of the 
Examiners is to give credit to the candidate rather more for his 
intent, as shown by his execution, than for the accuracy of his 
responses to the problems. It is well known that some of these 
problems could not be worked out even by an old practitioner 
within the allotted time, and that such responses as reach the 
examiners are considered as a general credit for the effort to 
understand and grasp the meaning of the problems. It is fully 
appreciated that, in a developing community, it is not always desir- 
able to allow the form and accuracy of technical questions to 
stand in the way of an aspirant, who may develop exceedingly 
well in the field of actual practice. 

You may accept the assurance that there is nothing severe or 
beyond the average to be met in these examination papers, nor 
above the general requirements of a practicing public accountant. 

If those that are interested sufficiently in this question would 
look into the character and quality of the examinations in this 
profession in other states; the Civil Service examination of the 
Federal Government; those of the Chartered and Incorporated 
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Accountants in Great Britain; the Home Civil Service and the 
India Civil Service, in the same country, they will find that the 
path of our student is, relatively thereto, “ strewn with roses.” 

Finally let me say that if you should not find that the path 
that leads to the goal of your ambition is so strewn, but rather the 
contrary, do not lose heart; if you are plucked, try again! You 
must win, with the help of what Rev. Robt. Collyer calls “ clear 
grit.” There is always room “at the top” and “in the front 
rank,” and further bear in mind the obvious and encouraging 
comparison that there are less than one thousand practicing public 
accountants in the United States, that there are more than four 
times that number in Great Britain, and that the prospects and 
commercial growth of this country in the next fifty years will 
create such a demand for the skilled accountant and business 
counselor that there is no limit that can be placed upon the number 
that will be needed. 








Uniform Municipal Accounting. 


By STEPHEN A. Ucmav, C. P. A. 


One peruses in vain the minutes of the conferences held in 
Washington, D. C., in November, 1903, and in February, 1906, 
under the auspices of the United States Bureau of the Census, 
on Uniform Municipal Accounting, for the hoped for uniform 
plan. Such a definite workable plan, for example, as the Street 
Railway Accounting Officers adopted in 1898 was expected, but 
the conferences seem to have devoted more time to discussion than 
to accomplishment, and the larger part of the discussion was by 
representatives of New York City. 


Out of 175 cities in the United States having a population of 
25,000 or more, the first group contains fourteen cities, and of 
the fourteen (New York, Chicago, Philadelphia, St. Louis, 
Boston, Baltimore, Cleveland, Buffalo, San Francisco, Pittsburg, 
Cincinnati, Milwaukee, Detroit and New Orleans) New York 
City has a population equal to 32% of the whole, while its 
expenditures for a single year are greater than the combined 
expenditures of the other thirteen cities, thus making it stand 
in a class alone; yet the representatives of all the other cities had 
to listen to the political, fiduciary, legal, and accounting reasons 
why New York City’s accounts should not be on the revenue and 
expense basis and to views regarding the municipal balance sheet 
held by one of its representatives. 

However, besides the benefit of the discussion some results 
were achieved. The forms for reporting prepared by the Census 
Bureau were approved. The revenue and expense accounting 
plan was approved, as against cash receipts and disbursements. 
A standard form of report for municipal industries and public 
service corporations was agreed upon. 

Without being unappreciative of the immense good done the 
cause of uniformity by the results accomplished, it is to be 
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regretted, for the sake of the thousands of small cities who con- 
stitute the greater part of the total whose transactions are similar 
and comparable, and present no accounting difficulty, that a simple 
accounting plan, on the revenue and expense basis, was not 
adopted. 

One of the main difficulties in municipal accounts, the appro- 
priation account, did not receive sufficient consideration at these 
conferences. Money borrowed for public improvements on bonds 
is as a rule expended for the stated purpose. If it is not, there 
is no great difficulty in finding it out. But revenue from taxation, 
licenses, interest, fines, permits, etc. is appropriated to the credit 
of the various departments or funds and when disbursed is 
charged against those departments or funds. Thus the account 
closes out and nothing remains to tell what the money went for. 
To illustrate; here is the account “Street Department.” It is 
credited Jan. 1, 1906, with “ Appropriation $100,000.” It is 
charged on various dates during 1906 with “Cash.” The total 
debits amount to $100,000, and the account is closed. What did 
the $100,000 cash go for? One must get out the vouchers to find 
out. If the vouchers are sufficiently itemized, it will be found that J 
so much went for supplies, so much for tools, and so much for 
machinery, etc. More often they will read “ Labor and material 
as per contract, $2,000.”” How much for labor, and how much for 
material, and what material? In this case you must get out the 
contract. Nowhere will the total expenditures for labor, material, 
supplies, tools and machinery appear. 

One of the vouchers is for a $3,000 road roller, another is for 
three pairs of horses at $500 a pair. But there is no account on 
the City’s books to show that the City owns a road roller, or 
horses. The Commissioner may loan these to a brother con- 
tractor who keeps them so long he thinks they are his own. The 
new Commissioner will not know. His predecessor on retirement 
turns certain property over to him. That’s all he knows about it. 
There may be some subordinate records in the department to tell, j 
but the chances are that where the financial books are poorly kept, 
so will the minor records be. 

Thus the appropriation account by affording a grave-like 
resting place for cash disbursements constitutes a serious evil in 
public life. It has hidden more official irregularities in the past 
than any other device known—except perhaps burning the books. 
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How shall we get rid of it? Eliminate the appropriation 
accounts from the general ledger. Let all revenues be credited to 
accounts showing the sources from which they came, and all 
expenditures be charged to proper asset or expense accounts. By 
providing suitable columns in journals, cash books, and voucher 
records, posting to the appropriation or fund ledgers may be made 
independently of the posting to the general ledger. 


In many of our cities there is no general ledger, strictly speak- 
ing. What passes for one is really an appropriation ledger. 
Eliminating the appropriation accounts from it will leave little 
but “Cash” and “Sinking Fund,” “Taxes” and “ Bonds.” 
The entire revenue group, the expense group, and permanent 
property and equipment accounts must be supplied. 

At the February, 1906, conference, Dr. F. A. Cleveland, of the 
National Municipal League Committee, in his paper on “ The 
Glossary of Terms,” submitted tentatively for discussion and 
criticism a “General Classification of Municipal Expenses and 
Income, Assets and Liabilities,” which brings us a step nearer 
the uniform accounting plan. 


The classification follows : 


TABLE I—General classification of municipal expenses and income. 











Current expenses Current income. 
ine of general government. I.—Revenues for general government. 
1. Election and 2ppointment of officers. 1. Taxes. 
2. ral administration. 2. Licenses. 
3. Protection of life, health and property. 3. Miscellaneous revenues. 
4. Public charities and corrections. (a) Of general officers and offices. 
5. Highways and sewers. (6) For protection of life, health, 
and peopesty. , 
(c) For public charities and correc- 
tion. 
(d) For public highways and sewers. 
Total expenses of general government. Total revenues of general government. 
II.—Expenses of public education and | II.—Revenues for and income from public 
recreation. education and recreation. 
1. For public schools. 1. For schools and from tuition. 
2. For public libraries, art galleries, 2. Income from public libraries, art 
and museums. galleries, and museums. 
3. For public recreation. 3. Income from parks, playgrounds, 
gymnasia, etc. 
III.—Expenses of public industries and | III.—Earnings and income from public 
investments. industries and investments. 
1. Waterworks. 1. Waterworks. 
2. Gas works. 2. Gas works. 
3. Electric light and power plants. 3. Electric light and power plants. 
4. Street railways. 4. Street railways. 
s. Subways and conduits. _ 5. Subways and conduits. 
6. Other municipal industries. 6. Other municipal industries. 
7. Municipal investments. 7. Municipal investments. 
IV.—Other municipal expenses. IV.—Other municipal income. 
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TABLE I1—General classification of current assets and current liabilities of 
municipalities. 








Current liabilities. 





Cash on hand (exclusive of capital and 
trust accounts). 
Uncollected revenues receivable. 
Current credit assets (receivable). 
ts receivable. 
ing funds applicable to debts due. 
Gosek working assets. 


cm 
. 


oy ey s 





Total current assets, 
Current deficit. 





1. Current revenue liabilities. 

2. Current credit liabilities. 

3. Current gotqment liabilities. 
4. Current funded obligations. 





Total current liabilities, 
Current reserves and surplus. 
(a) Current cash reserves. 
(6) Current revenue reserves. 
(c) Reserves for loss — cost of collect- 
ieee credit asse 
(d) Reserves for loss ant cost of collect- 
ing judgments receivable. 
Total current reserves. 
Available current surplus. 
(a) Net available current cash. 
(6) Net —— current assets other 
than cash 





TaBLe I1]—General classification of ca 
munticipalit 


—— assets and capital liabilities of 








Permanent properties, equipment, and funds 





Liabilities fmeuseed for comune uses and 
invested reserves. 





te = not applicable to current uses. 
funds. 
x Endowment funds. 
3. Permanent improvement funds. 
. Balances on hand from bond sales. 
Other capital funds. 
Total capital funds. 
II.—Permanent properties and equipment. 
1. For general government. 
(a) Sites and grounds. 
Buildings and improvements. 
(c) Equipment. 
2. For education and recreation. 
(a) Sites and grounds. 
@? Buildings and improvements. 
(c Equipment. 
3. For municipal industries and invest- 
ments. 
(a) Sites and grounds. 
(b) Buildings and improvements. 
(c) Equipment. 
(d) Municipal investments. 
Total permanent properties and equipment. 





I.—Capita] liabilities outstanding. 
1. For general government. 
(a) Municipal buildings (city hall 
and general offices). 
(b) rm yom © ee armories, 
(c) Public highways and sewers. 
(d) Etc., etc., etc. 
2. For public education and recreation. 
(a) Public school buildings. 
(b) — libraries and 


(¢) Public parks and boulevards, 
playgrounds, and gymnasia. 
3. Public industries. 
2) Public waterworks. 
(b) Public e works, etc., etc. 
4. Other capital liabilities. 
Total capital liabilities. 
II.—Capital reserves and surplus. 
1. Capital reserves. 
(a) Sinking fund reserves. 
(6) Other capital reserves. 
Total capital reserves. 
2. Invested capital surplus. 
(a) Bonds canceled out of surplus. 
(6) Revenue appropriations for 
permanent improvements and 
investments _ capital depre- 
ciation and 
Net capital surplus. 





Table III of Dr. Cleveland’s paper shows a balance sheet in 
which current assets are offset by current liabilities in the first 
section, and permanent properties and equipment are contrasted 
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with capital liabilities and reserves in the second section, the 
difference between the two sides being the net capital surplus 
in the second section, and the net current surplus in the first 
section. 

Mr. Duncan MaclInnes, representing the New York City 
Comptroller’s office, agreed as to the contents of the first section, 
but in the second section he would omit the permanent properties 
and equipment of the city, and in place exhibit the debt contract- 
ing power, or debt limit of the city. In New York City this is 
10% of the taxable value of the real estate within the city. As 
an offset to this he would show as a liability the funded debt, less 
the amount held by the sinking fund, and the authorized bond 
issues as well, the net difference between the two sides being the 
borrowing capacity of the city. 

In Mr. MacInnes’ own words “ let us follow the simple action 
of the accounts,” and we will see why he was led to prefer such a 
form of balance sheet: 


“The bonds issued for waterworks construction should be charged 
to Principal of the City Debt and credited to Water Bonds in the full 
amount of the loan. The cash proceeds of said bonds would be credited 
to Water Construction Fund, creating a letter of credit against which 
drafts would be drawn for construction, and which fund would liquidate 
upon the completion of the work. When the loan or parts thereof ma- 
tured Water Bonds would be charged and Principal of the City Debt 
credited, and the cash payment therefor would be charged to Appropriation 
for Redemption of Debt or to Sinking Fund, as the case might be.” 


By this “ simple action ” all the accounts close out and nothing 
remains on the books to show that the City owns the waterworks 
at all. Presumably his accounts follow the same “ simple action ” 
when the City buys a city hall, new fire apparatus, schools, libra- 
ries, art galleries, museums, parks, jails, hospitals, asylums, docks, 
markets, cemeteries, etc. 

The accounts of the City of New York have always been 
kept in this incorrect way, and for this reason the installation of 
a new system would necessitate an inventory and valuation of 
the City’s assets, or an estimated inventory and valuation, in order 
to make a balance sheet. In either case, the labor involved would 
be stupendous, and the Comptroller’s accountants apparently 
have hit on this expedient as an easy way out. No one will 
dispute the necessity of keeping the debt limit in sight. But why 
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not figure it on the top of a ledger page when desired, just as one 
figures a customer’s credit limit? Exhibiting it in the balance 
sheet will involve carrying two decidedly new accounts on the 
ledger “Ten per cent. of Assessed Valuations” and “ Bonds 
Authorized but not Issued,” and changing these accounts from 
time to time as necessary. 

The accounts in every double entry system since the time of 
Lucas Di Burgo have fallen into four groups: 

Assets and Liabilities. 

Revenues and Expenses. 

Into which of the four groups shall we place these two? 
What accounts will be debited and credited when these two are 
opened, and when changes are made in them? 

Someone says there are over 2,500 accounts on the City’s 
ledger which the accountants cannot tell whether to class as assets 
or liabilities. “ Principal of the City Debt” above mentioned 
is one of these, and Mr. MacInnes would promote the uniformity 
of municipal accounts by adding two more. 

To justify his form of balance sheet, Mr. MacInnes stated 
to the second Conference— 


Any attempt to recognize in the general statement of the condition 
of a city the values of common properties, as if the same were assets 
available for conversion into funds to liquidate liabilities, or to measure 
a wealth that could be mortgaged by, or partitioned among the inhabitants, 
as if they were so many stockholders, in the same manner as the fixed 
assets of a private corporation, is seeking to express a condition that does 
not exist and forcing a construction that is fictitious, arbitrary, meaning- 
less, and withal misleading. 


The necessity of showing the cost of permanent properties 
and equipment in the municipal balance sheet is not so much to 
show values “available to liquidate liabilities,” or to “ measure 
a wealth that can be mortgaged by or partitioned among the 
inhabitants "—although these are possible but not contemplated 
uses—as to meet the demands of stewardship. 


The citizen’s demand for information includes that required by the 
creditor, but it goes further. What resources has the city to represent 
bonds outstanding? What properties has the city to account for them; or 
if not properties, then in how far have the current expenses been reduced 
by allowing properties acquired to become impaired, or by suffering them 
to depreciate? Has there been a reduction in taxation equal to the 
depreciation, or have reserves been created for replacement? 
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These are some of the questions a newspaper asks. 

The man in the street wants to know how much came into 
your hands, from what sources and what you did with it, not as 
a matter of statistics picked out from the accounts, but as 
exhibited by the accounts themselves. 

In an address to the Savings Bank Association last year, Mr. 
Frank A. Vanderlip said: 

We need only a better understanding of the true strength of New York 
City’s obligations. When we have that the market quotation of a New 
York City bond will be one of the City’s worthiest monuments. 

The principal unknown factor in the true strength of these 
bonds is the book value of the City’s permanent property and 
equipment, especially that part which is salable, such as water- 
works, docks and parks. 

It is evident that the small cities have little to learn from New 
York City, and in the next conference to promote uniform munici- 
pal accounting, New York City, because of its size, and because 
its accounting system is an anachronism, should take a less con- 
spicuous part. 
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The Importance of Scientific Accounting.* 
By Hon. James Locan, 
Mayor of Worcester, Mass. 


An intelligent accounting system is just as real an invention, 
and marks an advance in industry as great, as important, as many 
mechanical inventions. I am of the opinion that a cost aralysis 
in some lines of industry has done as much to reduce the costs of 
production during the past five years as have the mecharical 
inventions during the same period. Yet manufacturers who will 
spend money lavishly, whose scrap heap for old machinery repre- 
sents not one, but several fortunes, are conducting their account- 
ing by as crude methods as those which were in vogue when the 
stage coach represented rapid transit, and, following their present 
methods or lack of methods, will at some future day not far dis- 
tant, come to their downfall. 

Accounting is not simply making a record of what has been 
done. It is a tabulation and classification of all the details of the 
business so that the management can intelligently decide what it 
is best to do for the future. The record of what was done last 
year will not produce increased dividends next year if it is only 
a record and no further use is made of it. 

By scientific accounting the manufacturer will scan the record 
of the details of his business with a vision multiplied many times, 
looking through the accounts as a mariner looks through his 
binocular, thus bringing into view the rocks hidden to the naked 
eye. 

An accounting system to be of any value whatever must be 
such that at the close of each period there can be made up a state- 
ment of the business in all its detail. It is not enough that the 
costs shall go into a few general accounts. There must be an 
intelligent sub-division of every item of cost, whether of material 
or labor, and no accounting system is entitled to confidence which 
does not classify and properly locate every dollar which has 
passed through the books. Then if costs are increasing the com- 


*From the Commencement Address delivered to the graduates of Worcester Poly- 
technic Institute, June 11, 1908. 
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parisons between corresponding periods will reveal the fact, and 
if there are leaks they will be detected and stopped. 

No man gifted with ordinary business sense would, in building 
a house, award the contract to a builder without first having had 
an architect prepare the plans and specifications by which the 
builder could intelligently work and on which to base his figures 
of cost, nor would he turn over the construction of a machine to 
a force of mechanics, however efficient, without first having had 
the draftsman with great care and often at great cost produce the 
working drawings. And yet, in the conduct of a great business, 
where decimals are to determine whether there shall be a profit 
or loss, success or failure, the work of bookkeeping (it cannot 
be called accounting) is often in the care of clerks absolutely 
incompetent to give to the management any intelligent detail on 
which to base their judgment for the proper conduct of the 
business. 

Cost accounting is a new science, and it is a science, for science 
is a record of the known facts. Comparatively little has yet been 
written on this most important subject, and practically nothing 
had been put in print prior to 1888. One of the secrets of Andrew 
Carnegie’s success was his accounting system. His competitors 
were powerless to explain his ability to undersell them, and sent 
men to Pittsburg to see if they could discover the secret. Mr. 
Carnegie heard of their presence and invited them to make an 
inspection of his plant and finally offered to show them the secret 
of his success. He took them into a room lined with clerks at 
work on documents and figures. He then remarked, “It costs 
$80,000 a year to run this room and it is worth all it costs for it 
gives me the inside details of my business and I know what I am 
doing.” 

In James Howard Bridge’s book, “ The Inside History of the 
Carnegie Steel Co.,” to illustrate the point that their system of 
accounting was a large factor in the success of the Carnegie 
companies, he makes this quotation, borrowed from the lips of the 
man who was building a heating furnace and whose costs were be- 
ing carefully scrutinized: “ There goes that —— bookkeeper, and 
if I use a dozen more brick than I did last month he knows it and 
comes around to ask why.” It was their accounting system which 
made for such gigantic success. Men were taught that no detail 
was too small, no saving too slight, until the savings in waste, 
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both in material and time, became an atmosphere for the reduc- 
tion of costs which men breathed quite unconsciously. This sys- 
tem was the invention of (and I beg you to note that word 
invention) and was put in operation by Mr. William P. Chinn, 
afterward Manager of the Edgar Thompson Steel Co., one of 
those captains of industry whose intelligent, faithful work made 
possible the successes for which he got small credit, and for which 
other men received both glory and reward. It was his eyes, 
working through the columns of the ledger, which determined 
whether men or methods were rendering efficient service. His 
eyes (through the ledger) were in the work room when the fore- 
man happened to be out. It was the detail which he wrought out 
and which he followed up which made it possible to note the cost 
of each separate operation, and then with definite figures instead 
of random guesses before them each operation was scientifically 
analyzed to see if the cost could not be reduced by a better method, 
and looking for the concrete saving they found it, for we need to 
remember that savings are never found by abstract methods. It 
is definite pointed work on details which counts and nothing else. 

Gov. Hughes who in the insurance scandals in New York 
penetrated to the very center of the dark continent of high finance, 
who went through that forest of chicanery, blazing his way 
through the underbrush of rottenness, was enabled to do it, not 
alone because of his knowledge of the law, but because of his 
comprehensive understanding of accounts. It is a rather singular 
fact that the men who have given direction to the enterprises 
which have been successful have, in the main, been men who had 
a knowledge of accounts; who appreciated the importance of cor- 
rect accounting, and who, if they were not accountants them- 
selves, availed themselves of the services of men who could 
furnish what they lacked. 


More and more the accountant is to be a prime factor in the 
development of industrial efficiency. More and more the manage- 
ment is to be guided, and its actions determined by the facts 
developed in the accounting department. By analysis and com- 
parison the accountant will develop a knowledge of the weak spots 
in the working organization, bringing them to the attention of 
the management. This department will be to the management 
what the mariner’s compass and the sounding lead are to the 
captain and the pilot of the great ocean liner, without which the 
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vessel with its precious cargo of lives and merchandise would 
be dashed upon the rocks. 

I have heard manufacturers refer to their bookkeeping and 
accounting as “unproductive labor,” and in a true sense they 
made no mistake in calling it “ unproductive labor,” for it pro- 
duced nothing by which to guide them in the conduct of their 
business. Accounting unproductive labor? It is the most pro- 
ductive labor in the whole establishment. Its finished product is 
knowledge born of facts regarding costs,—not vague, indefinite, 
thumb-rule guesses. 

But may ask why do I, in this address before the graduates 
of an engineering school, devote so much time to the accounting 
department of business. The graduates of this school are to be 
the mechanical superintendents and managers and not account- 
ants, and they will have little to do with the bookkeeping or 
accounting side of the business. My reply would be, “ The book- 
keeping or accounting side of industry may have a great deal to 
do with you and your future success, for often all the benefits 
accruing to a business through splendid, efficient, up-to-date 
management in the shop has been nullified by poor accounting 
in the office, and many a man as superintendent or manager of 
the manufacturing or mechanical side of a business has had failure 
written against his name when the failure should have been 
charged to the management in the office. 
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EDITORIAL. 
The Business Outlook. 


In the spring of 1907 THE JouRNAL oF ACCOUNTANCY pub- 
lished the views of several well known accountants with regard to 
the business outlook, and at the same time expressed editorially the 
opinion that, although a period of quietude and liquidation was to 
be expected, a panic was by no means inevitable. The articles 
by accountants were in general agreement as to the soundness of 
fundamental business conditions. 

The panic came in October, and outwardly, i. e., in its super- 
ficial phenomena, it was the severest and most exciting this 
country ever suffered. Nine months have elapsed, and it is now 
possible to look the ground over thoroughly, and decide whether 
or no that panic really was inevitable. Did it mean that business 
conditions in the United States were rotten? Will it take three 
or four years to clear away the debris? 

We believe that the accountants were right fifteen months 
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ago when they expressed faith in the soundness of American 
business. We all knew then that enterprise had made heavy in- 
roads on the world’s supply of loanable capital. That fact was 
evidenced by the high rates of interest which prevailed in Europe 
and the United States throughout 1906 and in the spring of 1907, 
and by the decline of stock market prices due to the fact that 
investing had emptied their purses, and to the further fact that 
speculators could get no advance from banks. The railroads were 
prosperous, but they could not get the capital imperatively needed 
for equipment and extensions, and were besieging the money 
market with short term notes at high rates of interest. 

All these things were known early in 1907, and nothing more 
is known now except that the banks of the United States had a 
weaker hold upon popular confidence than was commonly believed. 
The failure of the Knickerbocker Trust Company, the publication 
of rumors about other financial institutions in New York City, 
the reluctance of New York Banks to give prompt help where it 
was needed, the issue of clearing house certificates, the suspension 
of cash payment—all these events came with dazzling suddenness, 
and the panic was universal. For three months the business of 
this country was in a state bordering on asphyxiation, deprived 
of the breath of life, money and credit. 

Now we look around in vain for the wrecks which one would 
naturally expect to see as the result of such a convulsion and com- 
plete breakdown of our credit machinery. The list of failures is 
larger than in 1906, but is small when compared with the list that 
followed 1893, especially when we bear in mind that the business 
of the country has more than doubled in the last fifteen years. A 
few weak railroad and industrial corporations have defaulted on 
interest, but the defaults were expected and could have been 
averted only by a continuance of top-notch prosperity. A few 
banks have failed, but the Knickerbocker and others have re- 
opened and are gaining deposits. Railroad earnings have de- 
clined, but we are comparing their returns with boom years, and, 
besides, we must not forget that their receipts are now showing 
the awful but temporary effect of the post-panic period. 

Up to date the evidence all favors the view that the panic of 
last October was due primarily to the weakness of our banking 
system, to its lack of unity and leadership, and to the inelasticity 
of its note issues, and not to excessive speculation or to unwise 
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use of capital. Through all this period of distress the American 
farmer has come unhurt. He has a bank account, the accumulated 
savings of ten prosperous years, and his bank is solvent. Since 
the farmer is the American manufacturer’s best customer, we 
are reasonably safe in predicting that the panic of 1907 will soon 
be forgotten in the good times just ahead. 


The Postal Business. 

The Postmaster-General of the United States is at the head of 
one of the biggest, most important, most useful businesses in the 
world. The telegraph and telephone have relieved it of some of the 
work it used to do, and ought to take on much more of it, yet the 
Post Office Department remains the greatest of all distributors 
of information, and for millions of people the sole means of inter- 
communication. Uncle Sam pays the man at the head of this 
great business $8,000 a year, and hires him a few assistants, who 
do all the real directive work, at $5,000 a year. These were fairly 
large salaries a generation or two ago, but at the present time 
private corporations are bidding from $10,000 to $50,000 a year 
for men who can manage or “assist” in managing a large 
business. 

The result is clearly set forth in the Preliminary Report of 
the Commission on Business Methods, based on the inyestigations 
of two firms of public accountants and briefly summarized on 
page 284 of this issue of THE JouRNAL. The simple fact is that 
the American people, despite their pride in their Post Office build- 
ings and postal service, are proving themselves very poor pro- 
prietors of a big business. The citizen who buys postage stamps 
does not get his money’s worth. From lack of a proper account- 
ing system some classes of mail are carried for less than their 
cost, and others for much more. Because the business is not run 
on business principles, poor men are retained long in service, 
good men are not promoted, and no employee is under induce- 
ment to suggest improvements in methods or labor-saving devices. 

Congress has so long regarded the Post Office Department 
as a comfortable pasture for political hacks that we are not opti- 
mistic with regard to the fate of the Commissioner’s report and 
recommendations. The American Congress is still dominated 
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by the political spirit. Lawyers and professional politicians con- 
stitute the majority. But the number of business men at Wash- 
ington is steadily increasing and we may reasonably hope that as 
business men Congress will some day put the Post Office and 
other departments on a solid business basis. 





Mr. Leon Brummer, for nine years Secretary of the New York State 
Society of Certified Public Accountants, declined re-election this year. At 
the June meeting of the Society, Ex-President Franklin Allen, on behalf 
of the members, presented the retiring secretary with a diamond ring. 
Colonel Allen’s presentation address contained some jewels, which, we 
are sure, all secretaries and presidents of accountants’ societies will appre- 
ciate. For instance: 


We are a society of critics. In the nature of things criticism of the 
acts or doings of others is our chief characteristic—we live by it—our 
mood is critical—woe to that member of the society who proposes some- 
thing different from what it has been aforetime—and if a member ventures 
to bring 5 at a meeting something new or novel without previous notice, 
on which he wants immediate action, well he won’t get it, that’s all. He 
is immediately sat upon in parliamentary language, and then it is amended 
and again amended and then a substitute is offered and when it comes 
out of the hopper the original mover of the project or resolution doesn’t 
recognize his own child. Oh! I know. Having been by your grace and 
favor for two years your President, I realize that you have been most 
pleased with me when being in the chair I so guided the issue that nothing 
was done or could be done, or it was referred to a committee, where the 
objectionable thing died for lack of nourishment, or it was referred to the 
next meeting, by which time the original mover of it had, in nine cases 
out of ten, forgotten all about it. 

Right here I indulge in a tip to my successor. If you want to be 
popular have a mind of your own, but be sure that your mind is in 
harmony with the majority of the meeting. Let talk prevail—but avoid 
action, and be sure to be strong on your parliamentary law. 











Reforms in the Postal Service. 


All accountants will be interested in the preliminary report of the 
Joint Commission on Business Methods in relation to the Post Office 
Department and postal service, which the Government Printing Office 
has published in a volume of 400 pages. The report (No. 698) was sub- 
mitted to the Sixtieth Congress by Mr. Overstreet, and is the result of an 
Act of Congress approved March 2, 1907, by virtue of which a Joint 
Commission was appointed to make an investigation into the business 
system of the Post Office Department and postal service. The Commission 
entered into an agreement with two accounting firms, Dickinson, Wilmot 
& Sterrett and Deloitt, Plender, Griffiths & Co., whom they commissioned 
to undertake a complete investigation of the United States Post Office 
system of accounting and business administration. 

The most important points of the report of the accountants, dated 
September 30, 1907, but only recently issued, are as follows: 


Owing to the lack of a proper cost system, it has hitherto proved an 
impossibility to ascertain whether the rates charged for carrying different 
classes of matter are sufficient to pay the cost of transmission. The 
general tendency of the evidence given before the Commission on second 
class matter was to show that the rates for second class matter were 
entirely inadequate, and, in view of the large quantity of this matter 
carried, approximately 708,000,000 pounds, any reasonable increase in 
postage fees might mean a considerable addition to the revenue. 

The excessive centralization of work in the department at Washington 
has resulted in a consequent loss of efficiency. The salaries of the 
Assistant Postmasters generally being low, it follows that those of the 
superintendents and high grade clerks must also be low, and while in an 
ordinary business the man holding these positions might reasonably expect 
to succeed in due course to the higher positions, such promotions are 
comparatively unknown in the department; and, even if it were the 
custom, it is doubtful if the prospect of rising to a salary of $5,000.00 
per annum as a maximum would attract men of sufficient ability for the 
requirements of the service. 

The work of the department and its development is hindered all alon 
the line by slavish adherence to old methods, and to precedents coeated 
in previous years. . . . there is no inducement to employees to suggest 
improvement in the service for the reason that if these improvements 
result in greater efficiency and economy of administration they will 
receive little credit; and, on the other hand, if new methods are not suc- 
cessful, they will be charged with the whole blame. 

Among the more important suggestions made in this report for the 
improvement of the organization, administration and accounting of the 
Post Office Department and postal service are the following: 

That the offices of the First, Second, Third and Fourth Assistant 
Postmasters General be abolished, and that a director of posts be appointed 
at a salary sufficient to attract the best administrative talent in the 
country, and that he be given sole charge of the operations of the depart- 
ment and service, subject only to the control in matters of policy of 
the Postmaster General as a cabinet officer. 
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That assistant directors be appointed to take charge of the main 
operating divisions of the service ; 

That the Comptroller should be in charge of the whole accounting for 
the department and service, and that the duties of the auditor be limited 
to an audit of all the accounts in the proper sense of the word. 

That all post offices not doing a money order business be treated as 
“ non-accounting offices,” and that a fixed supply of stamps, stamped paper 
and postal notes, if the latter are created by law, be supplied to them, to 
be replenished from neighboring accounting offices in exchange for cash 
or its equivalent. 

That district offices be created at convenient points throughout the 
country, organized in miniature on the same lines as the department in 
Washington, which would supervise the whole of the work .in their 
districts under the direction of responsible officials. 

That the director of posts and the assistant directors form an advisory 
board to meet several times a week and discuss all important questions 
as they arise, and that a similar advisory board meet at each district office. 

That the postmasters’ accounts for postal and money order trans- 
actions, heretofore kept separately, be merged. 

That promotions through all ranks of the postal service below that 
of the Postmaster General be made on consideration of merit alone, and 
that some scheme should be devised by which many of the older employees 
would be retired. 

That the liability for exceeding appropriations be strictly defined, and 
limited to those who have authorized the expenditures, to the Comptroller 
and to the auditor. 

That a proper accounting system be installed along the lines herein 
laid down, to show the revenues and expenditures of the postal service 
and department. 

That the cost of the several services rendered by the Post Office 
Department and postal service should be ascertained in accordance with 
methods herein suggested, either by periodical tests or continuously. 

That the use of labor saving devices and machines be largely extended. 
and, in particular, that a mechanical system of auditing money orders 
be adopted. 

That the use of postal notes be adopted, not to exceed $10 in amount, 
and that thereafter the number of money order offices be reduced by 
eliminating all those not issuing 500 money orders per annum. 





Municipal Accounting in Buffalo. 


At the request of the Mayor, Mr. H. S. Champlin, C. P. A. has 
examined the accounting methods employed in the city departments of 
Buffalo. His report, which is published in full in the Buffalo Enquirer 
of June 23, points out the disadvantages of the old system now in use, 
and recommends that steps be taken at once for the installation of an up- 
to-date system. Mr. Champlin made a study of the reports of various 
cities, and his report embodies the following comments: 


New York City—No balance sheet. Report has good features. 

Boston—No balance sheet reported. Average borrowing rate 3 67-100 
per cent. Neat report printed in Municipal Printing Office. 

Chicago—Balance sheets. Audit bureau under finance department, with 
15 employees on the roll. Independent audit by public accountants. 
Business agent issuing orders for materials, supplies and repair work, 
and reporting for the Department of Supplies to the Comptroller. 


285 





The Journal of Accountancy. 


Philadelphia—No balance sheet. Has internal audit carried on under 
a chief auditor and staff. : 

Pittsburg—Shows no balance sheet nor concise statement of results. 
Has sinking fund accounts audited. 

Providence—No balance sheet shown. Internal audit by Auditor's 
Department. 

St. Paul—Expenditures grouped and per capita figures for the cost of 
government shown. 

St. Louis—Valuable comparative tables of statistical figures. 

Milwaukee—Independent audits by public accountants. 

Minneapolis—Classified municipal balance sheet, and reserve and ex- 
penditure accounts along commercial lines. 

Cleveland—City storeroom. 

“ Note”-—(from report). “The sum of $4,000 was set aside from the 
General Fund in 1892, by the City Council, to be used in the purchase of 
stationery and office supplies in quantity for the use of the departments 
of the city, thus obtaining the benefit of wholesale prices on such 
purchases. Such supplies are kept in the City Storeroom (Room 206, 
City Hall), and given out as called for, to the departments, at cost price, 
on pass books. When these pass books are filled, vouchers are issued by 
the departments, reimbursing the storeroom for such supplies furnished.” 

Cincinnati—In common with Cleveland, Columbus and other Ohio 
cities, the reports of Cincinnati are prepared along the uniform lines pre- 
scribed by the State of Ohio under its law providing for uniform account- 
ing. The reports published are certified as correct by the State Examiner. 
Municipal balance sheets are shown as well as classified statements of 
revenue and expense. The new law has not been in effect long enough 
for these reports to be as satisfactory as they will be after a few years’ 
experiment, but they are already a great improvement over the reports 
of cities not reporting on uniform lines. 

Buffalo—The annual report of the Comptroller of Buffalo contains a 
good deal of valuable information. There is no balance sheet, but there 
is a statistical approximation of resources and liabilities. While Buffalo 
has grown several years away from the stage of accounting only for cash 
received and disbursed, the statements of results published in the annual 
reports are still the old form statements of “ Treasury Operations.” As 
bond sales and payments, municipal industry capital payments, school con- 
struction payments and other capital or extraordinary items are included 
in one footing, and the amount of outstanding warrants at the end of two 
consecutive years may vary over half a million dollars, it will be seen that 
this statement does not convey any intelligent idea of the year’s results. 
The annual financial report of Buffalo, in common with that of a majority 
of our American cities, presumes that we are not interested in economy 
or efficiency of administration, but only in keeping within the appropria- 
tions authorized by the Common Council. 

















Book Department. 


PROCEEDINGS OF MINNESOTA EDUCATIONAL ASSOCIATION, 19908. 
336 pages. Price $1.00. 


The business man who is interested in the progress that industrial 
and commercial education is making in this country «will gain some valu- 
able suggestions from the proceedings of the M. E. A.. The information 
is not statistical in character, but it is rather in the form of that most 
valuable of all evidence, i. e., those ideas about business education which 
have unconsciously crept into the many papers devoted solely to the 
“cultural” subjects. This shows the impression the new education is 
making upon the thoughts of those whose educational conservatism has 
made their minds all but impenetrable to a new idea. Beside these “ear 
marks” of the new movement there are also valuable papers whici: treat 
of the relation of industrial education to other school subjects and of 
business education directly. In discussing this last subject in its relation 
to the High School Professor E. V. Robinson, of Minnesota University, 
says, “ Most of our high schools are still trying to make a preacher or 
doctor or lawyer of every boy, and a teacher of every girl who enters 
its portals. Nowhere else in the world is there so much misdirected 
energy, and no other agency turns so many people from their natural 
careers, to the detriment of themselves and of society . . . yet there 
never was a time when the demand for wide information and trained 
judgment in business was so great as to-day. The purely academic high 
school still cumbers our educational earth, and graduates of such schools 
if they finally succeed in business, do so rather in spite of than because of 
their high school education—for they are turned out on a long-suffering 
public learned in many things which they can never apply, and as ignorant 
of modern business as babes unborn.” 

Altogether there are no less than twenty papers devoted to the subject 
of industrial business education. This gives a balance to the general 
discussion of education not found in most meetings of this kind. Such 
prominence is due to the broad-minded policy of the Association Secretary, 
Superintendent V. G. Pickett. He has succeeded to a remarkable degree 
in giving to this year’s proceedings that most difficult of properties 
proportion. 


ESSAYS ON MUNICIPAL ADMINISTRATION, by Prof. John H. Fairlie. 
The Macmillan Company. 1908. Price $2.50 net. 


As the title suggests, the author has not attempted to present a system- 
atic and comprehensive discussion of municipal government. The papers 
which are presented have been grouped into three classes. In the first 
group are those relating to problems of organization and the legal rela- 
tions of the city to the state. The second group contains those pertaining 
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to municipal functions and activities. The third group embraces a series 
of papers upon municipal government in Europe. 

The problem of city administration shows itself to be one of organiza- 
tion and efficiency from the point of view of business. The rapid growth 
in the number and size of cities has not been attended with a change of 
policy and organization to fit city govenrment on the “large scale” basis. 

Business men will find the book of especial interest from two points of 
view. First, as a citizen, it is the business man’s duty to understand the 
causes which underlie the maladministration of our cities. The hope 
of betterment lies in the aid which our business men are capable of giving 
to the public out of the store of their experience gained in modern 
private but gigantic enterprises. Second, the accountant interested in 
municipal accounting could do no better than read Professor Fairlie’s 
book in order to know the broader economic questions which have made 
his profession more necessary to the success of good city government than 
any other profession, not excluding law and politics. 


THE ACCOUNTANTS’ COMPENDIUM, by Sidney Stanley Dawson. Third 
edition. London, 1908. 630 pages. Price $9.25. 

This third edition of Dawson’s standard work, which has just been 
issued, is a satisfactory lexicon for accountants. Although a large part 
of the subject matter refers to English law, that portion which relates to 
accounting and business is up-to-date and applicable to American as well 
as English practice. Many of the accounting articles have been revised, 
enlarged, and brought up-to-date. Several new subjects have also been 
introduced. This last edition will certainly add to the popularity which 
the author enjoys among accountants. 


THE EARNING POWER OF RAILROADS, compiled and edited by Floyd 
W. Mundy of Jas. H. Oliphant and Co., 1907. New York. Price 


gratis. 


This book is a type of the kind which, it is hoped, will become more 
and more common. It places before the public not only a mass of 
statistics, but precedes these with a general statement of certain funda- 
mental principles which the experienced investor has learned to observe. 
This portion of the book is significant in two respects. First, it indicates 
a growing tendency on the part of business men to think in terms of 
cause and effect, and, hence, to express the result of their experience in 
formulated laws. Secondly, the explanations here given serve as a key 
to the interpretation of the statistical data that follows. To the investor 
in railway stocks and bonds this is most important, for, although he may 
get the same information in many academic text books, here the theory 
of industrial values has the support of the practical business man, and 
the general investor sees the fundamental basis on which the business 
professional operates. 

The author attacks certain misconceptions which are generally preva- 
lent among investors. Among these is a discussion of the operating ratio. 
The faith which the average man has in a simple ratio is here clearly 
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manifested. The operating ratio is supposed to count for all, and instead 
of gathering the enormous amount of information necessary which every 
considerable investor in railroad securities should gather, sole reliance 
is placed in this one ratio of operating expenses to gross earnings—a 
statement which has of itself no significance whatever. 


THE ROMANCE OF THE REAPER, by Herbert N. Casson. Doubleday, 
Page and Company, New York, 1908. Price $1.00. 


While the title of this book indicates its style and purpose, there is 
more to it than the inside history of a great American business. It por- 
trays the development of American business enterprise. The description 
does not deal so much with the financial operations but rather with the 
personality of the first and the present promoters and owners of the 
reaper business. Competition here has not depended upon the shrewd 
manipulation of the market for securities. The originators of the reaper 
business fought for the possession of the market where machinery is 
is sold—and the word “ fought” is used as often in the literal as in its 
figurative sense. 

The history of no other industrial organization shows so clearly the 
futility of opposing the great forces in society which are compelling con- 
cerns to consolidate and avoid the waste due to competition. No group 
of business men were ever more opposed to this form of organization 
than the men who stood at the head of the individual reaper firms, but 
“The International Harvester Company” was the only solution possible 
if ruin was to be avoided. The difficulty which Mr. Perkins had in keep- 
ing the various hostile temperaments apart while the negotiations for the 
Morganizing of this group of fighters were under way is humorously told 
by Mr. Casson. 

The importance which the author attaches to the reaper in the struc- 
ture of our civilization is best stated in his own words: 

“The reaper is our best guarantee of prosperity. In spite of our 
periodical panics, which prove, by the way, that the men who provide us 
with banks are not as efficient as the men who provide us with bread, 
we are certain to rebound into prosperity and social progress as long as 
we continue to make three hundred harvesting machines every working 
day—one every two minutes. The rising flood of wheat is bound to sub- 
merge the schemers and the pessimists alike. Every harvester means 
more comfort, more travel, more art and music, more books and 
education.” 

The conclusion which the author arrives at in his investigations is that 
the business methods of this institution seem to conform to the highest 
standards of fair play and square dealing and that the International Har- 
vest Combine is not a tariff trust. 





Current Magazine Articles. 


The periodical literature of business is enormous in volume, but not impressive in 
quality. Too much of it is mere gossip or disguised advertising or superficial rehash 
of what sensible business men already know. But among the chaff there are always 
a few grains of wheat which ought not to be allowed to go to waste. It is the pur- 
pose of this department to pick out and summarize some of the articles that are worth 
attention. As no one man could possibly cover the whole field, the editor will be 
grateful to any one who will take the trouble to cal] his attention to articles that 
have been found useful. 


Hastening Deliveries. 


The sales department is nearly always ready to promise deliveries to 
suit the customer. When it is not physically impossible, it is up to the 
order department to “ make good.” Mr. C. E. Knoeppel describes in the 
Engineering Magazine for July how orders may be followed up in a 
large establishment and sent off according to schedule. “A promise can- 
not keep itself any more than a shipment can make itself,” he says, 
“yet it seems to be the principle that so many work upon. Any arrange- 
ment that will enable you to make deliveries as close to the schedule as 
it is possible to make them should have your careful attention, for it 
will mean much in the way of more satisfied customers, better deliveries 
by those from whom you purchase, and lower cost through increased 
production, all these being points which materially assist in making an 
enterprise successful.” 


In any establishment of ordinary size, those concerned in the handling 
of an order from its receipt until shipment are: Chief Clerk, Works 
Manager, Chief Stores Clerk, and Shipping Clerk. 

If the four men heretofore mentioned are allowed to act as one body, 
with full power, the result is going to be better deliveries, no matter under 
what conditions the company may be operating. Organize a committee 
composed of these four men; make them responsible for promises and 
deliveries—and you can depend upon it that they will exercise care 
before they set a time when an order will be shipped; for in their dis- 
cussions, they will (or should) ascertain how much of an order is ready 
to ship, how much must be built, what is in stock ready to assemble, 
what is in stock ready to process, what must be purchased outside, and 
about when this material can be secured, how long it will take the shops 
to process and assemble, etc.; and if track is kept of the progress the 
order is making, from time to time, there is every reason to expect that 
the shipment will go forward about when promised. 

The system is simple, and while it would require a little work each day 
in order to obtain maximum results, does not the end in view justify the 
means? Let us sum up briefly the advantages to be derived through some 
such system, devised to meet your own conditions. In the first place your 
works manager, order clerk, stores clerk, and shipping clerk, all know 
and have collectively agreed upon the dates of shipment, the points peculiar 
to each order having received attention before this was done; the orders 
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are constantly before them, the metal workers showing the dates of ship- 
ments to be made; and through codperation, which should be insisted 
upon,, they will be able practically to see the end at the start. 

The works manager will be in a position to plan his work to better 
advantage, for he can notify his foremen what he wants and when he 
wants it, they in their turn giving the men the necessary orders and 
instructions that will start the desired work along and through the shops 
in the most systematic way, so that in reality we have the whole force 
doing their share in an effort to get the work through on time. 

The stock clerk will know what stock is necessary to get ready for 
the shops, and he will also know what has to be purchased outside. He 
can make the necessary requisitions on the purchasing department, with 
notations as to when he wants the materials that are to be ordered. 

The purchasing department can keep after the people with whom the 
orders were placed, which in itself will have an influence in obtaining 
better deliveries; for once you know what you want and when you want 
it, you can, in the majority of cases, by keeping after the concerns from 
whom you ordered, get your materials in time to enable you to keep your 
promise to your customers. 

Your order clerk each day will bring to the attention of the others 
the list of shipments arranged for the following day, and if new dates 
have to be set it can be done, and he can so notify the people to whom 
the materials were going. At the same time he can take up with the 
others the possibility of getting future shipments off as promised, and 
by keeping track of the details and looking after the clerical work, he is 
in a position to give valuable information as to the status of any order. 

The shipping clerk, knowing after each day’s conference what is to 
go forward within the two or three days following, in a position to see 
to getting everything in readiness for shipment on the day set; and if 
anything happens to make it necessary to change any date set, he knows 
it the day previous and can be governed accordingly. The shipping 
clerk is therefore in a position to make his work count for something, 
as he is able to concentrate his attention upon the accomplishment of 
something definite, and is not forced to do a lot of work that will count 
for nothing. 

In brief, we have a combination of brains working along the same 
lines and with the same end in view, and this will accomplish more than 
could be accomplished by individual effort along widely different lines. 
The result of such effort would be more prompt deliveries, and, therefore, 
more satisfied customers—the desire of every manufacturer. 





New York Central Operating Organization. 


A brief but enlightening article in the Railroad Age Gazette for July 
10, discusses the above subject. The writer says: 


Like the organization of every other American railroad, it is designed 
to fit local conditions and consequently is neither purely divisional nor 
purely departmental. We have always taken the pure type of a depart- 
mental organization as that typified by English practice (now growing 
rare), where the head of the mechanical department is on an absolute 
parity with the general manager, so far as authority over his department 
is concerned, and reports to nobody but his board of non-technical 
directors. No road in the United States has an organization like that, 
fortunately, but there is a fairly well defined division of practice between 
a departmental organization, such as that possessed by the Lackawanna, 
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for example, where each department head reports to the president, and 
that of the Pennsylvania, which endeavors, so far as possible, to make 
the division the unit, and to place full powers in the man at the head of 
the division. 

The present New York Central organization may be called quite 
purely departmental, because, although the vice-president at the head of 
the operating department concentrates upon himself authority over trans- 

ortation, signaling, way and structures and motive power, his functions 
in the present case correspond fairly closely to those of the president 
of the average railroad. It might be said that Mr. Smith, under the 
present New York Central organization, is in full charge of conducting 
operations as they stand, but that when the nature of these operations is 
to receive some important change, either through acquisition of mileage, 
or large purchases, or change in policy, the question is carried up to Mr. 
Brown, Senior Vice-President, and through him to Mr. Newman who is 
a very active president indeed. 

But the curious and interesting part of this operating organization is 
the fact that the company would doubtless be glad of a chance to make 
its organization purely divisional, and is working definitely towards that 
end. The thing which is ultimately desired is to develop a group of 
division superintendents good enough to be general managers; each one, 
in point of fact, a general manager over his own division, and competent 
to deal with situations requiring expert knowledge in mechanical and 
operating lines as well, and also, to a certain extent, in traffic matters. 
Men have to be trained for this and the training has to begin early and 
extend through a number of branches of the service; but when the right 
material has been developed, and the entire system can be operated as a 
series of division units, with authority extending out through the division 
superintendents to the general superintendents and the general manager, 
while a staff of technical specialists has been built up to be responsible 
for design, it is believed that the ideal organization will be reached. The 
Pennsylvania has already come measurably close to this type of ideal 
organization. The New York Central is working towards it by way of 
the departmental. 


The New York “Curb.” = - 


Those of our readers who are not at first hand familiar with the ways 
of Wall Street and of corporation financiers, will find much valuable in- 
formation in a leading article on “ The Stock Exchanges of the United 
States” in the London Economist for July 4: 


Outside of the City of New York, which is, and which is likely to 
remain for a long time, the financial center of the United States, there 
are a dozen or more stock exchanges of greater or less importance scat- 
tered throughout the country, on the majority of which trading is con- 
fined, for the most part, to securities of a local character. Chief among 
the provincial exchanges is the Boston institution, which, although it has 
now lost some of its former prestige, is still a very active body. More 
interesting, however, than any of the provincial exchanges and more im- 
portant from the point of view of the volume of business transacted, is 
the New York Curb Market, which holds daily sessions in a ro en- 
closure, close to the New York Stock Exchange, in the center of Broad 
Street. Unlike the London Curb Market, trading on the New York Curb 
is confined entirely to securities which are not listed upon the Stock 
Exchange. As is well known, in order to obtain a listing on the Stock 
Exchange, it is necessary to comply with certain regulations, and make 
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periodical reports as to earnings, conditions, etc., which many corpora- 
tions, from the Standard Oil Company down, are unwilling to do. Thus 
it is that by far the greater amount of business in mining issues is 
transacted on the curb, and not on the Stock Exchange, the mining de- 
partment of the latter being extraordinarily unimportant as compared 
with that of the London Stock Exchange. Many industrial and a few 
railroad securities are also on the list, the latter usually only temporarily, 
however, pending their transference to the big exchange; that is to say, 
that prospective issues are traded on the curb, “as and when issued,” 
prior to application being made to the Exchange for a listing. Stock- 
holders’ “rights” on forthcoming issues are also occasionally an active 
medium for speculation. 

The question is often asked as to why the curb brokers conduct their 
business in the open air in all kinds of weather, instead of providing 
something in the nature of a board room or shelter for themselves, where 
they would at least have a roof over their heads, and the answer is to be 
found in the fact that the by-laws of the Stock Exchange prohibit its 
members from dealing with the members of any other exchange dealing 
in securities in this city. The Curb Market as conducted to-day is not an 
incorporated institution, has no recognized membership, no officials, no 
board room, and no subscription is required in order to join it; in fact 
any one can trade there who can find some one else with sufficient. confi- 
dence in him to enter into a transaction. The result is that it is not 
recognizzed by the Stock Exchange, and the members of the latter are 
perfectly free to trade upon it, and, in fact, the majority of the business 
done comes from Stock Exchange houses. 


At the last annual meeting of the Incorporated Public Accountants of 
Massachusetts the election for the ensuing year resulted as follows: 
Augustus Nickerson, President; William C. Newell, Vice President; 
Herbert F. French, Treasurer; William Dillon, Secretary; H. H. Albee, 
Auditor. Executive Committee: Augustus Nickerson, Thomas S. Spurr, 
Herbert F. French, William Dillon, Frederick C. Tufts, William F. Hall. 
Delegates to the American Association of Public Accountants: Augustus 
Nickerson, Thomas S. Spurr, Herbert F. French. Alternates: Charles 
H. Tuttle, A. D. Albee, G. D. Strachan. 


Patterson, Teele & Dennis announce that Mr. F. R. C. Steele, Fellow 
of the Institute of Chartered Accountants in England and Wales, has 
become a member of the firm and will continue to direct their Branch 
Office in the Board of Trade Building, 131 State Street, Boston, Mass. 





Legal Department. 


Conducted by ALEXANDER McCuINncuiz, of the New York Bar. 


The purpose of this department is to present from month to month, short critical 
summaries of recent decisions, which affect accountants, and to furnish accurate 
information on legal questions. Inquiries from our readers will be welcome and 
will receive prompt attention. 





Sales Under the Statute of Frauds. 


The Statute of 29 Charles II., of England, commonly called the Statute 
of Frauds, was an important modification of the common law which 
recognized and enforced all oral contracts for the sale of personal property. 
This statute provided that “ No contract for the sale of any goods, wares 
and merchandise for the price of £10 sterling, or upwards, shall be allowed 
to be good, except the buyer shall accept part of the goods so sold, and 
actually receive the same, or give something in earnest to bind the bargain, 
or in part payment, or that some note or memorandum in writing of the 
said bargain be made and signed by the parties to be charged with such 
contract, or their agents thereunto lawfully authorized.” 

Following the passage of this act, some of the English decisions held 
that this statute did not include executory agreements (agreements to be 
performed at a future date). In 1828 this was remedied by the enactment 
of another statute which included contracts for the delivery of goods at 
a future time. 

The provisions of the Statute of Frauds of England have been enacted 
substantially in almost all of the states of this country. 

The provisions to be borne in mind are as follows: 

“Every contract for the sale of any goods, chattels, or things in action, 
for the price of fifty dollars or more shall be void unless, 

“1. A note or memorandum of such contract be made in writing, and 
be subscribed by the parties to be charged thereby; or, 

“2. Unless the buyer shall accept and receive part of such goods, or 
the evidences, or some of them, or such things in action; or, 

“3. Unless the buyer shall, at the time, pay some part of the pur- 
chase money.” 

A memorandum made by an auctioneer at a public auction is sufficient 
to bind a purchaser, or a subscription, by the lawful agent of the party to 
be charged, is a satisfactory compliance with the law. 

It is not necessary that both or all parties to such a contract sign. If 
the signature of the party who wishes to avoid the contract appears on 
the contract it is no defense for him to set forth the allegation that the 
other parties to the contract have not signed it. 

Whether the Statute of Frauds has resulted in more good than in 
harm is a doubtful question, but public opinion is in favor of the Statute. 
The intention of the Statute is to protect against the dangers of false oral 
testimony, and in this way it acts to a certain extent as a safeguard; but 
the frauds perpetrated under cover of this Statute, when contracts become 
burdensome have caused no end of harm to the innocent and ignorant, 
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so that the very protection which the Statute offers has been utilized as 
a contract breaker by the unscrupulous. In their hands it has become’ 
indeed a Statute of Frauds. 





Recent Cases. 


Accord and Satisfaction—Frye vs. Huppett et AL, 68 ATL., 325). 
Held that the payment and acceptance of a sum less than the debt in full 
satisfaction and discharge of said debt is a good defense to the collection of 
the balance. 

We know of no other court in this country which has directly over- 
thrown the old established rule that an acceptance of a lesser sum is no 
accord and satisfaction of a debt. In most of the states the courts have 
sought to avoid this rule by making extraordinary exceptions. Thus, the 
payment of a smaller amount for a judgment debt is not good, but if the 
debtor gives up his right to appeal and borrows the money to pay the 
debt, he has a good defense in an action for the balance. A part payment 
by an insolvent has been sustained, where he sold property exempt by 
law to get the money. Let us hope that other states will follow the 
example set by New Hampshire and overthrow this old technical and 
unreasonable rule. 

Carriers.—(Kressie vs. CENTRAL Ry. Co., 103 N. Y. Supp., 1002). In 
this case it was held that when a passenger is present when his baggage 
arrives at the station he must take it away as soon as practical, and if 
he fails to claim it within a reasonable time the extraordinary liability 
of the carrier as insurer is reduced to that of an ordinary bailee for hire. 
But the carrier must perform its duty and it is not discharged from lia- 
bility until the baggage has been put in the proper place for delivery, and 
the passenger has had a reasonable opportunity to claim it. 

Bills and Notes.——(Avams vs. Itt. Lire Ins. Co., 104 S. W., 718). The 
State of Kentucky in this case established the rule that, under a note 
providing for interest at a certain rate per annum, payable semi-annually 
until maturity, and thereafter, interest at the same rate per annum only, 
the holder is entitled to current interest only and not to interest on 
interest. 

As a general rule, simple interest only can be recovered on notes, for 
the law will not imply that interest past due becomes principal. But 
interest may bear interest when there is an agreement to that effect 
between the parties to the note. 

In the case of the BANK or LuUvVERNE vs. SHARPE (Ala), it was decided 
that the indorser of a non-negotiable note is liable to the same extent 
as the indorser of a negotiable note. 

Statutes have decided this question in most of the states. In the other 
states the rule varies. In New York it is regarded as a positive under- 
taking, and the indorser is not entitled to notice of non-payment. In 
Ohio it is held to be a collateral undertaking and the indorser is entitled 
to demand and notice of non-payment. 
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C. P. A. Question Department. 


ConDUCTED BY LEO GREENDLINGER, M.C. S. 


Criticism and exchange of ideas will clear many a doubt and at the same time improve 
shortcomings. To solve, compare, and criticise C. P. A. problems, and thereby to aid in 
bringing about a uniform American standard for C. P. A. examinations, is the object of this 
department. With the aid of suggestions and criticism from the professional brethren, it 
can undoubtedly be achieved. Inquiries will be cheerfully answered. 





The following are representative problems from the C. P. A. examina- 
tions set by the California State Board of Accountancy on May 28th, 
29th and 30th, 1908: 


THEORY OF ACCOUNTS. 
1. Describe the usual method of procedure in determining the net 
profit or loss of a business, the books being kept by 
a. Single entry. 
b. Double entry. 


2. Define the following and explain the difference: 


a. Revenue account. 
b. Trading account. 


3. Describe and state purposes of a Deficiency Account. 


4. Define the following accounts: 


a. Personal. 

b. Impersonal. 
c. Real. 

d. Nominal. 


5. For what purpose would the analysis of a ledger be made? Explain 
the method you would pursue. 


AUDITING. 


1. State the different kinds of audits and describe them. 

2. What would be required from a firm or corporation by an auditor 
before entering upon the audit of the books? 

3. In making the first periodical audit of a corporation that had 
personally taken over the business of a firm, what would you include in 
your examination beside the usual books and accounts, and for the 
purpose of ascertaining what facts? 

4. From the information gathered and noted throughout an audit, 
what matters would you call especial attention to, and what schedules 
and statistical statements would you furnish the client? 

5. What constitutes capital expenditure? 

6. Would an auditor be justified in certifying to the accuracy of ac- 
counts in which such expenditure appeared without making inquiry into 
the real character of same? If not, why not? If he would, why? 
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COMMERCIAL LAW. 


Define a general partnership and also the following: 


a. Nominal partner. 
b. Silent partner. 
c. Dormant partner. 
d. Special partner. 


Define a corporation and name the different kinds. 

What acts of a corporation are “ultra vires”? 

Define a contract, and state what contracts must be in writing. 
Define a sale of personal property, and define a consignment. 
State the points of difference between a sale and a consignment. 


AwnwpP |S b 


PRACTICAL ACCOUNTING. 


1. Two partners named Wilson and Peters find at the end of the 
first year’s business the Balance Sheet shows that Wilson’s interest is 
worth $18,000.00. and Peters’ $9.000.00. 

The Goodwill of the firm is worth $3,000.00. Each draws profits in 
the proportion of his investment. 

They conclude to take in another partner, and he is to have a one- 
quarter interest in the new firm. 

What sum must the new partner contribute? How will the partner- 
ship accounts appear after the payment in of the additional capital? 

How will the profits be divided? Give skeleton form of accounts. 

2. The firm of Jones, Smith & Brown failed, and the following is 
the data the books disclosed : 

Unsecured creditors: E, $35,000.00; F, $27,500.00; G, $26,000.00; H, 
$24,500.00; I, $17,500.00; J, $15,000.00; K, $2,000.00; Rent, $500.00; 
Preferred, $750.00; Book accounts receivable, $42,500.00 of which there 
are Good accounts $37,500.00, Bad accounts $3.125.00, Doubtful $1,875.00, 
estimated to produce $625.00; Bills Receivable, A, 3.000.00; B, $4,250.00; 
C, $2,500.00; D, $1,500.00; Land and Buildings, $25,000.00; Plant and 
Machinery, $8,500.00; Merchandise on hand, $5,000.00; Furniture and 
Fixtures, $1,500.00; Cash on hand, $15,000.00; Sundry profits, $37,500.00; 
Sundry losses, $30,000.00; Trading expenses, $17,500.00; Jones’ capital 
account, $5,000.00, and drawings $10,000.00; Smith’s capital account, 
$3,750.00, and drawings $15,000.00; Brown’s capital account, $3,750.00, and 
drawings $17,500.00. Show how you would have prepared the statements 
of Assets and Liabilities, etc., if you had been employed to do the work. 

3. On December 31, 1886, the Balance Sheet of a corporation showed 
the following assets and liabilities: 
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Capital Stock ........ $200,000.00 OS TOE is caccswase $55,000.00 
Creditors’ Accounts .. 20,000.00 PU kids etbleendalien 95,000.00 
Bills Payable ......-- 26,000.00 Accounts Receivable .. 45,500.00 
Profit and Loss ...... 20,500.00 OE ik aves a8 59,000.00 


Cash on hand ........ 
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4. On December 31, 1887, one year later, the Balance Sheet showed 
the following: 


Capital Stock ........ $200,000.00 re $57,000.00 
Creditors’ Accounts .. 22,000.00 So nulhd Wire cree Paaue 85,500.00 
gE EE ye 20,000.00 Accounts Receivable .. 43,500.00 
Profit and Loss ...... 38,900.00 PE - vcctceceenes 73,750.00 
Cash on hand ........ 11,150.00 
Other Investments .... 10,000.00 


Prepare tabulations showing what has become of the profits. 


COMMENTS. 


A perusal of the above examination paper will convince any one that 
the editorial remark in the last month’s issue of THe JourNAL about 
forming an association of the various State Boards of Accountancy for 
the purpose of maintaining a uniform standard of examination is timely. 
A comparison of the California paper with the examination papers of some 
of the other states, such as Pennsylvania and New York, will reveal the 
comparatively low standard maintained by the California State Board. 
The questions in theory of accounts have been repeated over and over 
again practically by all the American and foreign examining bodies, so 
that one who reads only the accounting manuals and magazines ought 
to be able to answer them without the slightest exertion. The same 
remarks are true of the paper in Commercial Law. While the Auditing 
paper seems to disclose a little more care, the paper in Practical Account- 
ing does not require any intelligence out of the ordinary, especially as 
an hour’s time is allotted to each problem. 

Throughout the examination the Board seems to have been very 
liberal with time allowances, tending toward the opposite extreme from 
some of the other State Boards who allow very little time for a compara- 
tively difficult paper. 

We are glad to submit to our readers the following letter and solution: 
To THE JouRNAL oF ACCOUNTANCY: 

Referring to Problem No. 3 in your C. P. A. Question Department of 
June, 1908, I submit an answer drawn up in tabulated form for the 
consideration of the different Boards of Examiners, and would like very 
much to know whether any of them would consider this a proper answer. 
Their views would be interesting not only to accountants, but also to those 
intending to take the examinations. 

My experience has led me to believe that one great obstacle to the 
success of applicants for the certificate is the length of time it takes to 
answer the practical problems. It is evident that the answers submitted 
will consume far less time than the four pages as given by you. The 
question is whether the examiners would be satisfied with a statement 
form of answer, or would require formal setting up of ledger accounts. 

Incidentally, it may be mentioned that a statement form is apt to be 
more accurate as it is virtually self-proving, as in this particular case the 
error in your answer of $15.19 and of the distribution of 76 cents interest 
on it would have been detected, or rather could not have occurred. If 
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members of the various Boards of Examiners can be induced to give 
their opinion on this question for publication in THe JourNAL, I am sure 
it will be interesting to the majority of your readers. 
Very truly yours, 

Seymour WALTON. 





Chicago, June 26, 1908. 


1- 1-04 Capital 
12-31-04 Interest 


Drawings .. 


I- 1-05 Capital 
12-31-05 Interest 


Drawings .. 


1- 1-06 Capital 
12-31-06 Interest 
Profits 


Drawings .. 


I- 1-07 Capital 
PROOF: 
Original Capital 


Total 
24,500.00 
1,225.00 


A 
$7,500.00 
375.00 


B 
$4,000.00 
200.00 


Cc 
$6,200.00 
310.00 


D 
$6,800.00 
340.00 





$25,725.00 
1,825.00 


$7,875.00 
456.25 


$4,200.00 
456.25 


$6,510.00 
456.25 


$7,140.00 
456.25 





23,900.00 
3,950.00 


$7,418.75 
1,250.00 


$3,743.75 
800.00 


$6,053.75 
900.00 


$6,683.75 
1,000.00 





$19,950.00 
097.51 
5,002.49 


$6,168.75 
308.44 
1,250.63 


$2,943.75 
147.19 
1,250.62 


$5,153.75 
257-69 


1,250.62 


$5,683.75 
284.19 
1,250.62 





$25,950.00 
4,400.00 


$7,727.82 
1,300.00 


$4,341.56 
600.00 


$6,662.06 
950.00 


$7,218.56 
1,550.00 





$21,550.00 
1,077.50 
7,922.50 


$6,427.82 
321.39 
1,980.62 


$3,741.56 
187.08 
1,980.62 


$5,712.06 
285.60 
1,980.63 


$5,668.56 
283.43 
1,980.63 





$30,550.00 
4,050.00 


$8,729.83 
1,150.00 


$5,909.26 
650.00 


$7,978.29 
1,050.00 


$7,932.62 
1,200.00 





$26,500.00 


$7,579.83 


$5,259.26 


$6,732.62 


Net Profits three years 


A’s Total Drawings $3,700.00 
B’s Total Drawings 
C’s Total Drawings 
D’s Total Drawings 


3,750.00 12,400.00 





$26,500.00 


We fully agree with Mr. Walton that it would be interesting to learn 
the views of the different State Boards of Examiners with regard to the 
solutions of problems. Generally speaking, it is difficult to get a public 
opinion from our Examining Boards on any subject matter. We hope 
Mr. Walton’s letter will draw them out. 
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Conceding that the time limit has been an obstacle to the success of 
applicants, and also that Mr. Walton’s form of answer will consume 
far less time than the answer given in the June number of THE JouRNAL, 
still it is questionable whether this would be a solution of the problem 
given. There is not, of course, the slightest doubt that the wording of 
the problem is incorrect. As remarked in the comments of the June 


number: “surely the intention of the Examining Board was not only 
to ask for ‘crediting each partner with interest on capital,’ but a good 
deal more . . . the wording of problems in many instances calls for 


one thing, while common sense will indicate an entirely different con 
struction.” 

The vital question here is: Does an examining body in such a case 
require a tabulated form of answer, as given by Mr. Walton, which any 
one familiar with arithmetic ought to be capable of solving, or does it 
require accounts properly arranged in accordance with accounting princi- 
ples? Surely the time_limit is an entirely different question and ought 
not to interfere with the proper solution of problems which should be 
correct in form and style. 

The remark that the statement form is apt to be more accurate and 
that the error of $15.19, as quoted in the letter, could not have occurred 
is beside the point. As a matter of fact, this was a pure typographical 
error in bringing down the total instead of the balance, as may be seen 
by reference to the original solution in the June issue. It would take a 
remarkable form to prevent errors in print. 

This department would be more than delighted to get expressions of 
opinion from Boards of Examiners, and we sincerely hope that some 
examining body will take courage and answer Mr. Walton’s very inter- 
esting question. 





In solving question Number 1 in July on pages 221-223, an error was 
made in using English money, instead of American money, as in the 
Trial Balance. In order to make the figures agree, multiply the figures in 
the solution by 5, which will result in the same figures as given in the 
Trial Balance. 
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